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think of 
YOURSELF 


for a change 


Wouldn’t you like to save the valuable time you 
now spend helping clients with their investments? 
Wouldn’t you like full-time supervision 
for your own securities, too? 


Through an Investment Management Account at 
Chemical Corn Exchange Bank, you are relieved of 
the time-consuming detail work connected with 
investing. You and your clients can benefit by our 
specialists’ constant study of current business 
and financial developments. 


If a Custodian Account is preferable, 
you would continue to make investment 
decisions while we would take care of 
record keeping and other details. 
Phone HAnover 2-3700, Ext. 456—without 
obligation, of course. 


Y cH SAY BC Oy-U & 


: Fiduciary Division 
CORN EXCHANGE 


30 BROAD ST., NEW YORK 15 
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Founded 1824 





Member Federal Deposit Insurance Corporation 
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GOODYEAR DIVERSIFICATION AT WORK 


Destination: Orbital Space Station X-68 


When will men fly to outer space? In 1963? Per- 
haps even sooner? Prominent in the preparation 
for space flight is Goodyear Aircraft, with its pro- 
jected program for orbital space stations to serve 
manned flights. 

The study of space stations is one task in the 
diversified research activities carried on by scien- 
tists at Goodyear Aircraft Corporation. And re- 
search is only one aspect of arrcraFT’s work. It 
also operates one of the largest missile booster 
case fabricating plants under one roof in the 


United States. It is system manager of sSUBROC, 
underwater-to-air-to-underwater anti-submarine 
missile—it is a major producer of lighter-than-air 
craft—of Pinpoint* guidance and other electronic 
guidance systems as well as a major producer of 
key components of the Mace, Nike Ajax and Nike 
Hercules missiles. 


AIRCRAFT is only one of the vast network of 


Goodyear facilities that make and sell hundreds 
of different products. 


*T.M, Goodyear Aircraft Corp., Akron, Ohio 


GOODFYEAR 


THE GREATEST NAME IN RUBBER 


AVIATION PRODUCTS e 
INDUSTRIAL RUBBER GOODS ° 


AIRCRAFT . CHEMICALS ° FILMS bd 


METAL PRODUCTS ° 


FLOORING ° FOAM PRODUCTS 
SHOE PRODUCTS ° TIRES 
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Test your estate plans with us 


Drafting a workable estate plan is a time-consum- 
ing task at best. It demands a careful balance of 
both legal and financial knowledge to produce the 
exact formula that fits your client’s needs. 


But there is one way to find the right formula 
fast. Many attorneys “‘test’’ their proposed plans 
with our Trust Department first. We know from 
experience what will and what will not work. 


Our Trust Department was organized more than 
50 years ago, and since its beginning we have helped 
thousands of attorneys in the drafting and admin- 
istration of estate plans of all types. 


This background of experience is yours for the 
asking. Why not use The First to test your client’s 
estate plans? Let this be your invitation. 


“Vos leges vigilate et nos pecunias custodiemus.” 


The Trust Department 


The First National Bank of Chicago 


Dearborn, Monroe & Clark Streets -. Building with Chicago since 1863 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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reaches. 60 feet into the air... . The devel- 
opment of travel by air has not only affected 
the whole basis of military planning, but 
has already brought the peoples of the 
earth into much closer contact on the civilian 
level. Its importance from a monetary point 
of view in faster delivery of needed parts 
and materials and of sales is equaled by its 
significance in the gathering of diplomats, 
the reuniting of war-separated families, and 
the general understanding one nation ob- 
tains of another. Illustrative of the problems 
and progress of the airline companies is the 
report in this issue of the investment semi- 
nar with officers of American Airlinés, Inc. 
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CORRESPONDENCE 


Cheers for Inheritance 


Three cheers for Mr. Bethel’s article, 
“Champions of Inheritance,” in your 
March issue. Trust departments would 
do well to spread some of Mr. Bethel’s 
thoughts. Just because death and taxes 
are certain is no reason why we can't 
move to ease the federal estate tax, which 
is nothing more than confiscation of 
capital. 

William D. Loucks Jr. 
Attorney 


New York City 


Likes New Column 


Just a note to tell you how much I 
enjoyed the new column on “Trust Oper- 
ations and Administration.” I look for- 
ward to more similar articles, and I 
hope that should anything come out with 
regard to the Wiggin and Shawmut Bank 
case, you will report it in your column 
in the same manner. 


Robert K. Gicking, 
Assistant Vice President 


Hazleton (Pa.) National Bank 


Fanny May 


I enclose a copy of the reproduction 
we have made of the article by Mr. Clyde 
E. Borman on our Association (Feb. is- 
sue). 

We very much appreciate your per- 
mission to distribute these copies 
throughout the organization and compli- 
ment both you and Mr. Borman on his 
lucid and well written description of this 
rather complicated corporate structure. 


Harald L. Amrhein 
Secretary and Treasurer 


Federal National Mortgage Assn. 


Trusteeship in Virgin Islands 

Answering your inquiry, the Virgin 
Islands Title and Trust Company (in 
Christiansted) is not a bank. Its chief 
activity for the present is acting as trus- 
tee and as executor. We hope to get into 
the investment field and to develop a 
small business in common trust fund 
work. The corporation also does a little 
mortgage work in connection with a life 
insurance company. 

As a law firm we have been subscrib- 
ers to TRUSTS AND Estates. We are very 
much interested in this publication and 
find it extremely helpful in our work. 


Warren H. Young, Esq. 
President, Virgin Islands Title & 


Trust Co. 
St. Croix 
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CASH PLUS STOCK DIVIDEND DISTRIBUTION 
has been gaining more corporate converts 
as companies seek to retain substantial 
reinvestment and expansion funds while 
providing shareholders with extra dividend 
return via saleable stock, or the privi- 
lege of building up their investment with- 
out income tax penalty. The philosophy and 
effects of such a dividend policy, adopted 
recently by a major utility company, are 
clearly set forth in the article (p. 339) 
by the chief financial officer of Common- 
wealth Edison Company. Admittedly, it does 
impose some problems on the fiduciary, and 
may have some as yet incalculable effects 
on the new issue market. 


THE SUN VIRTUALLY STANDS STILL FOR JET 
PASSENGERS. The introduction of the turbo- 
jet engine to commercial aviation has 
marked a revolution in transportation that 
condenses into a Single step more progress 
than had been made in a generation in air- 
line service. Described as a new "sSensa- 
tion" of flight, the switch-over from 
piston engines and propellers is also 
changing the economics of two billionaire 
industries: air-transport and aircraft 
manufacturers. An evaluation of these de- 
velopments from the standpoint of the in- 
vestor as well as the traveler and shipper 
is given in the report of the Investment 
Seminar with American Airlines (p. 308). 


NEW REVENUE RULING LISTING FACTORS to be 
considered in valuation of closely held 
business interests represents substantial 
progress toward realistic appraisal of 
such assets for estate and gift tax pur- 
poses. Although the fundamental bases are 
not radically different from those estab- 
lished in the earlier ruling, there is a 
clarifying shift in emphasis which should 
be welcomed by taxpayers and their ad- 
visers according to one expert in this 
field (see p. 312). 


PROPOSED REGULATIONS ON ELECTION TO TAX 
CORPORATION AS PARTNERSHIP were issued 
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last month. The advantages of making such 
choice, as well as the potential traps 
revealed by the proposed rules, are ex- 
plored in this issue (p. 316). 


FOREIGN COMPANIES AND SECURITIES — and 
their economic environment — will be the 
subject of first-hand study by a pioneer 
group of New York security analysts who 
leave this month for a trip to European 
financial and industrial centers. This is 
but one of many evidences of growing in- 
terest in foreign investment’ by American 
investors. The popularity of the foreign 
— or rather international — equities 
listed on the New York Stock Exchange, 
such as Royal Dutch=-Shell, Electrical & 
Musical Industries and KLM Airlines is an- 
other, as well as British Petroleum and 
Phillips Lamp. The rising interest in 
American Deposit Receipts (ADRs), de- 
scribed and listed in December and January 
issues of Trusts and Estates, testifies to 
the success of this means of overcoming 
hitherto costly and difficult tax, legal 
and communication problems of foreign in- 
vestment. Perhaps even more persuasive is 
the accelerated activity of many American 
corporations in building new plants, buy- 
ing interests or sponsoring joint manufac- 
turing facilities abroad......The invest- 
ment values of international oil companies 
have long been recognized. Today there 
are scores of public-owned foreign com- 
panies active in steel, coal, power, chem- 
icals, textiles, foods, autos and a vari- 
ety of other fields with a record of good 
earnings at yields which offer sharp con- 
trast with those of most comparable Ameri- 
can equities. Favorable labor and tax con- 
ditions, excellent productivity from most 
modern equipment and expanding markets 
due to rising living standards and declin- 
ing tariff barriers, as in the Common 
Market countries, combine to give many 
European manufacturers an enviable cost- 
price advantage. A striking example of 
this was the recent award of a $12 million 
contract for a TVA steam turbine generator 
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to an English company, at a saving of over 
$5 million vs. the bids of two major U.S. 
manufacturers.......Irustees and other 
profesSional investors and advisors will 
be more and more called on for information 
about foreign securities, and domestic 
production costs will stimulate greater 
interest in stocks of those U.S. companies 
with manufacturing facilities in favorable 
foreign climates. 


FORM D-2 FOR WELFARE AND PENSION PLANS 
has been issued by the Department of 
Labor. Simpler than the original draft, 
the four-page report form is designed for 
optional use by administrators of trus- 
teed, insured and unfunded plans. Details 
of the form described at p. 375. 


RECORD NUMBER OF PENSION, ANNUITY AND 
PROFIT SHARING PLANS were initially quali- 
fied in 1958 for federal income tax ex- 
emption, the figure totalling 6,945 of 
which 3,062 were profit sharing arrange- 
ments. The prior year's aggregate was 
6,412. Internal Revenue Service data also 
show that 403 plans were terminated last 
year, up from the 351 of 1957. 


WITH ALL THE FUROR THAT HAS BEEN RAISED 
in some areas of the nation about the al- 
leged unauthorized practice of law by cor- 
porate fiduciaries, it is refreshing to 
note that the American Bar Association's 
"Coordinator and Public Relations Bulle- 
tin" for March lst devotes a full page to 
a reproduction of a trust department ad 
"because we consider it to be one of the 
best institutional ads of its type ex- 
plaining the role of lawyers." This publi- 
cation goes to some 6,000 state and local 
bar association officers as well as the 
"official" family of the ABA. The ad was 
run by First National Bank of Dallas. 


VARIABLE ANNUITIES ARE SUBJECT TO S.E.C. 
regulation, the Supreme Court ruled last 
month. In a split decision the high tri- 
bunal reversed a holding that companies 
issuing such policies are subject only to 
Supervision of state insurance authori- 
ties. President Ecker of Metropolitan 
Life, largest insurance company in the 
Country, decried proposals from other com- 
panies to proceed with efforts to obtain 
State enabling legislation (as Prudential 
is doing in New Jersey) despite the im- 
bosition of federal jurisdiction. He re- 
marxed that once federal supervision is 
eStablished over any part of the insurance 
business it may well extend to other 
areas. Implications of the decision are 
discussed at pp. 356 and 372. 


Apr: i. 1959 


THE NEW LOOK IN BANK ANNUAL REPORTS is 
illustrated in a special section inserted 
in this issue reproducing report covers, 
originally in full color, depicting eleven 
unusually attractive and pertinent themes. 
A far cry from the old-time "statement of 
condition," modern stockholder reporting 
is becoming informative and understand- 
able, newsworthy and graphic, often show- 
ing the relationship of banking to the 
community and even to the economy of the 
individual and nation. What is between the 
covers is still the"meat" but stock- 
holders, correspondents, key customers and 
the public — via the Press — are now being 
served an appetizer in the form of a per- 
Sonalized letter from the president, or 
appealingly introduced by pictorial covers 
that in themselves contain a story or in- 
dicate some aspect of the broadening en- 
vironment of banking and trust service. A 
dozen different themes are reproduced: 
Lights in the Night, A Century Ago, Colon- 
ial Landmark, The Space Age, Four Civili- 
zations, The World of. Bank Trade, State 
Capitol, City to the Sea, Keystone of Main 
Street, Pledge of Service, Industrial 
Background. A book cannot be judged by its 
cover but the body of an important report 
deserves a good face. 


NEW MORTALITY TABLE FOR INSURANCE has 
already been adopted by eleven states. 
Known as "Commissioners 1958 Standard 
Ordinary Mortality Table," the table was 
approved in December by the National As- 
sociation of Insurance Commissioners. (See 
pe 320.) 
































“T could get five dollars a week more over at the stock- 
yards, but my wife doesn’t want me to give up the 
prestige of working in a bank.” 


Reprinted by special permission of The Saturday Evening 
Post. Copyright 1959 by The Curtis Publishing Company. 
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AMERICAN BANKERS ASSOCIATION 
SOUTHERN TRUST CONFERENCE 


DINKLER-TUTWILER HOTEL, BIRMINGHAM 
MAY 14-15, 1959 


The 1959 Southern Trust Conference will be held in Birmingham 
May 14-15. Relations between Trust Institutions and the Bar will be 
discussed by E. Smythe Gambrell, Atlanta attorney and former president 
of the American Bar Association, and Charles F. Zukoski, Jr., executive 
vice president and trust officer, First National Bank, Birmingham. 
Hilary L. Seal, New York pension consultant and pension editor of 
Trusts AND EstaTEs will then speak on Pension Trusts—Some Current 
Aspects, followed by Joseph R. Gathright, vice president and trust 
officer, Kentucky Trust Co., Louisville, on Pensions for the Self-Em- 
ployed ... Past, Present and Future. 

At the Thursday afternoon session Guy Faulk, Jr., vice president 
and trust officer, Merchants National Bank, Mobile, who is also chair- 
man of the Alabama Bankers Association Trust Division’s committee 
on trust practices, will speak on The Work of a State Trust Practices 
Committee. He will be followed by W. Robert Pistole, trust officer, 
Wachovia Bank & Trust Co., Winston-Salem, on Internal Audit Conirol 
of Trust Departments. An Operations Workshop will conclude the 
afternoon program with three concurrent sessions: Corporate Trusts led 
by O. E. Boulet, vice president and trust officer, National Bank of Com- 
merce, Houston; Taxation of Trusts and Estates led by Lewis W. Smith, 
trust officer, First National Bank, Miami; and Mechanical Equipment, 
the leader of which will be announced later. 

The Thursday dinner speaker will be John W. Remington, president, 
Lincoln Rochester (N.Y.) Trust Co. and vice president, American 
Bankers Association. 

The Friday morning session will hear Noel L. Mills, vice president 
and trust officer, Deposit Guaranty Bank & Trust Co., Jackson, Miss., 
on Development of Trust Business in the South — Ways and Means. 
He will be followed by Louis S. Headley, president, National Council 
of Community Foundations, and former president, Trust Division, 
American Bankers Association, on Community Trusts — Their Potential 
for Southern Communities and Trust Institutions. The morning session 
will conclude with a Panel on Estate Planning. The leader will be A. 
Key Foster, vice president and trust officer, First National Bank, Birm- 
ingham. Panelists will include J. W. Cocke, C.P.A., of Jackson; Edward 
M. Friend, Jr., Birmingham attorney; Colgan Norman, C.L.U., of 
Louisville; and Fitzgerald S, Parker, vice president and trust officer, 
Nashville Bank & Trust Co. 

In the final Friday afternoon session The Business Outlook will be 
presented by Joseph K. Heyman, senior vice president, Trust Company 
of Georgia, Atlanta. He will be followed by Guerry Snowden, vice presi- 
dent and trust officer, South Carolina National Bank, Greenville, on 
Considerations Determining a Trust Institution’s Investment Policy. 
Charles W. Buek, executive vice president, United States Trust Co., New 
York, will wind up the program with Trust Investments in 1959. 


DRAFTING DISCUSSED AT REGIONAL 


BarR MEETING 





fessors: Olin L. Browder, Jr. of Mich- 





Pitfalls for the draftsman of wills and 
trusts constituted the theme of the Sec- 
tion of Real Property, Probate and Trust 
Law’s session during the Upper Ohio 
Valley Regional Meeting of the Amer- 
ican Bar Association held in Pittsburgh 
March 10-13. With Hon. Hugh C. Boyle, 
president judge of the Orphans’ Court 
of Allegheny County, serving as mod- 
erator, the speakers were three law pro- 
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igan, Philip Mechem of Pennsylvania, 
and Daniel M. Schuyler of Northwestern, 
who is vice chairman of the Section. 


A 
@ Trust development and trust taxation 


will be covered in the 1959 Trust Train- 
ing School of the Pennsylvania Bankers 
Association. The sessions will be held 
on the Bucknell University campus, 
Lewisburg, June 21-26. Trust taxation 
will be treated during the first day and 
a half. 





GSB Enrolment a Record —- 
Program Strengthened 


The 1959 freshman class of the Grad. 
uate School of Banking conducted by 
the A.B.A. at Rutgers — The State Uni. 7 
versity, New Brunswick, N. J., will num. 9 
ber a record 389, contributing toward a 
record high in total student enrollment | 
of 1,107. This increase has taken place 
in spite of upgrading of admission re. 
quirements. 

Improvements in courses of study, 
methods, and procedures which are |} 
being put into effect were reviewed at a 
meeting of the G.S.B. faculty in New | 
York last month. The case-method of in. | 
struction, which has been undergoing an 
exhaustive experimental study, is ex. | 
pected to be made an important part of | 
course work. Increased attention will be | 
given to thesis preparation, with Dr. | 
Lawrence E. Kreider named administra- 
tor in charge of thesis and extension 
work. Outlines of thesis will be required 
in advance of conferences with G.S.B. § 
counselors in order that a more inten- | 
sive treatment of the subject matter to | 
be covered will be possible. 


The upgrading of admission standards | 
is already reflected in the composition of 
the student body at the School, according 
to Dr. E. Sherman Adams, Director. In | 
the three years 1954-56, prior to initia- | 
tion of new admission standards, about © 
26 per cent of the students were senior | 
officers of their banks. Since the new 
admissions procedure, 1957-59, the per- 
centage was 35 per cent; and this year | 
is at an all-time high of 37 per cent. 

On the Rutgers campus this June, the F 
commercial banking student body will § 
number 810, savings management stu- 
dents 133, and the trust majors 164. 


A AA 


CHAIRMEN NAMED FOR Mip-ConrTINENT | 
Trust CONFERENCE 


General chairman of the 28th Mid. f 
Continent Trust Conference, sponsored 
by the American Bankers Association’s 
Trust Division in Detroit, November 5-6, 
will be Arthur B. Pfleiderer, vice presi- [ 
dent of The Detroit Bank & Trust Co. 
Alexander E. LaPointe, senior vice presi- 
dent and trust officer, Manufacturers Na- 
tional Bank of Detroit, has been desig- 
nated program chairman. : 

The Mid-Continent area covers 
Arkansas, Colorado, Illinois, Indiana, | 
Iowa, Kansas, Kentucky, Louisiana, 
Michigan, Minnesota, Missouri, Nebras- 
ka, North Dakota, Ohio, Oklahoma, 
South Dakota, Tennessee, Texas, and 
Wisconsin. 
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In Minnesota... call on Northwestern 
National Bank when you need competent 
banking and fiduciary services. 
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TRUST DEPARTMENT 


Northwestern 


National Bank of Minneapolis 
- Sixth to Seventh Streets LS 


Marquette Avenue 
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Get Revolution ou the rbcrtines 


Fast-Changing Economics of Air Transport 


TRUSTS AND EstTATES 17TH INVESTMENT SEMINAR 


New York — January 28, 1959 


Panel interview* with 


Wituiam J. Hocan, Executive Vice President and Director 
A. J. Moccia, Assistant Vice President 


HE AIR TRANSPORTATION INDUSTRY 

has been literally jet-propelled into 
a new age, both physically and economi- 
cally. Most dramatic, of course, is the 
realization that air travel has com- 
pressed all its amazing developments in- 
to the space of only fifty-odd years. Con- 
sider, for example, that the Boeing 707 
turbo-jet plane is nearly 145 feet in 
length, longer than the first flight of 
the Wright brothers at Kitty Hawk in 
1903. 


Phineas Fogg’s imaginary trip around 
the world in 80 days appears like a slow 
boat to China in comparison with the 
24,000 mile round-the-world flight of 
the three USF B-52s in January 1957 
in only 45 hours. Airlines are making 
neighbors of our cities with their new 
schedules made possible by jet-powered 
equipment. Today’s jet planes can shrink 
man’s arbitrary allocation of time zones 
on the earth’s surface, arriving in Los 
Angeles only two and one-half hours 
“later” than the hour of departure from 
New York, as did American’s newly in- 
augurated coast-to-coast jet service. 

This telescopic rate of development in 
speed, craft, facilities and controls has 
brought new horizons of service to the 
air transport and manufacturing indus- 
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AMERICAN AIRLINES, INC. 


try, along with novel financial and tech- 
nological problems for which there is 
often little precedent, and the success 
with which managements, as well as 
government agencies, have met the 
challenge speaks well for the future. 
The steady rise in gross income of the 
industry has had to absorb pressure of 





*Background material regarding the air trans- 
port industry in general has been incorporated by 
the editors down to the subhead ‘“‘American-Lead- 
ing Domestic Line.” 


PANEL MEMBERS 


James J. Devlin 

Hartford National Bank & Trust Co. 
Clifford P. Kingsley 

Bank of New York, New York 
John H. Lewis 

J. H. Lewis & Co., New York 
Roger Maynard 

J. P. Morgan & Co., Inc., New York 
S. Francis Nicholson 

Provident Tradesmens Bank & 

Trust Co., Philadelphia 

W. R. K. Taylor 

United States Trust Co., New York 
T. Carl Wedel 

First National City Trust Co., New 

York 

For TRUSTS AND ESTATBs: 

George C. Barclay 

Thomas L. Frederick 

Christian C. Luhnow 


heavy depreciation due to technical and 
economic obsolescence as well as sharp 
competition in meeting the flying pub- 
lic’s preference for the latest and best 
equipment. Yet here is an industry with 
over $2 billion revenue a year, vital 
both to business and to defense. (The 
CRAF — Civil Reserve Air Fleet — 
program can very quickly add an 
armada of planes to the military air- 
lift.) Such an industry, with great 
growth potential, seems certain to be- 
come more widely recognized in time as 
a “trustee-type” investment on the equity 
level. Already it dominates the com- 
mercial passenger business — national- 
ly and internationally. 


A Progressive Maturity 


The most significant element in the 
airline industry is its comparative im- 
maturity. In just three decades a whole 
new system of transportation and of 
managerial organization has had to be 
developed, contrasted with the centuries 
taken to create shipping lines and port 
facilities, or the more than a century 
of railroading, which it has far out- 
paced in passenger transportation. Even 
the highway and its children, the truck, 
auto and bus, had a long line of de- 
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scent, and here, too, the airport auto 
rental service is helping build long- 
distance flight traffic. 

The aeronautical developments stimu- 
lated by two World Wars and continu- 
ing defense programs have contributed 
enormously to better equipment and 
techniques but have provided little 
guidance in the economic sector. This 
has made the job of supervision and 
development, both corporate and regu- 
latory, a highly complicated one where 
revolutionary changes have come so 
quickly as to put a premium on the 
ablest and best coordinated manage- 
ments, and have required a flexibility 
not found in many more mature fields. 

The railroads’ huge program of 
changeover from steam to diesel locomo- 
tives was simple compared to the task 
of replacing piston engines with jets for 
long-run flights. New airport facilities 
must be provided, control systems and 
schedules revised, hauling equipment 
changed, flight and maintenance per- 
sonnel re-trained and, of course, simul- 
taneous with continuing operation of 
conventional equipment. 

The size of the problem is but partly 
indicated by reference to reported air- 
line orders* for over 300 pure jet and 
nearly 200 turbo-prop planes for de- 
livery up to 1962. It is interesting to 
note that of the 309 jets “on order” by 
domestic lines, 105 were Douglas DC 
8s and 94 were Boeing 707s (powered 
by Pratt & Whitney JT 4 and JT 3 
engines), 74 were Convair 880s or 600s, 
and 36 were Boeing 720s. American 
Airlines had the largest order — 110, 


*Aviation Week, Dec. 8, 1958. 


including 35 Lockheed Electra turbo- 
props, TWA had 63 jets, Eastern 40 
Electras and 20 DC 8s, United had 
40DC 8s, and 11 Boeing 720s. 


Continuing Pressures 


It has been an erratic period for air- 
line managements since World War II. 
In addition to inadequate profit margins 
for some lines, often due to unrealistic 
fare rates as well as steadily rising 
operating costs, the lines have faced 
increased competition on many CAB 
certificated routes. To top these trou- 
bles, rapid progress in better flight 
equipment has placed unremitting pres- 
sure on the airline dollar to stay 
mechanically competitive. DC 3s gave 
way to Convairs on the shorter hops, 
and the four-engine transport in a series 
of successively greater speed and range 
brought faster schedules on intermediate 
and longer routes. 


The turboprop next heralded the 
transition from piston engines to jet 
propulsion but most airline manage- 
ments still continued to operate conven- 
tional equipment, awaiting the avail- 
ability of commercial models of the 
thoroughly flight-tested military jets for 
long-range use before converting their 
fleets to all-jet propulsion, whether pure 
jet or turboprops. When the first orders 
for commercial jets were placed in 
1955 and the turbo-prop proved so pop- 
ular, the death knell of the piston-pow- 
ered transport for passenger use was 
sounded. It was no longer a question of 
adopting this new magic carpet but of 
when — and how — to finance them and 
obtain delivery. 











An exclusive feature of American Airlines Jet-Powered Electra Flagship is the revolu- 
lionary baggage expediter system. Four containers, each holding up to 20 bags and shaped 
to the general contour of the compartment, are raised and lowered mechanically. 
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“Have you heard anything about any un- 
usual weather reports coming in?” 
—O’Brien in Flying, Jan. 1959. 





Inadequate Fares Restrict Profits 


A regulatory approach to airline rate- 
setting, without up-to-date consideration 
of depreciation and special expense fac- 
tors, may result in an adequate earnings 
basis. Impartial review of industry bears 
out management’s contention that the 
rate structure has been held down to 
a point where, as previously stated, the 
investment stature of the industry has 
been impaired. The CAB review which 
led to rate increases last year, has done 
much to literally “clear the air” and 
give a current basis for earnings in 
line with the industry’s needs for growth 
investment. 

The modest fare rise granted on a 
temporary basis in 1958 meant the mar- 
gin between profit and loss to some car- 
riers but the companies are still seeking 
more relief. The 4% fare increase, plus 
$1.00 for each one-way ticket, was sup- 
plemented by elimination of round-trip 
discounts from one half to one third. 
(A $10 differential on each ticket was al- 
so authorized in January of this year on 
transcontinental jet flights and a com- 
parable service charge between New 
York and Chicago, as well as between 
Chicago and California.) The climate 
in this respect appears to be improving 
somewhat and operators are more hope- 
ful that the CAB will recognize the need 
for stronger airline balance sheets. The 
lines are unanimous in stating that an 
8% return on property investment is 
inadequate for profitable operation, with 
an eventual goal of around 15%. This is 
probably the only industry whose cus- 
tomers have not been called upon to 
share in comparable degree inflationary 
rises in wages and other costs. In con- 
trast, during the last 18 years the 


309 








Interstate Commerce Commission has 
granted 14 increases in railroad freight 
rates totalling 107%. A more realistic 
regulatory climate designed to assure a 
financially robust air transport industry 
could notably brighten the outlook for 
profits and spur investor participation. 


How Much Competition? 


The CAB policy of certifying multiple 
competition or airline routes has been 
a major bone of contention between the 
transport companies and the agency 
over recent years, aside from the fare 
question. Competition is an integral 
facet of business in a free economy but 
regulation of service rates by an au- 
thority presupposes a considered phil- 
osophy which will allow the regulated 
company, under competent management, 
to earn sufficient return on invested 
capital to support itself and attract new 
capital necessary for expansion. The air 
transport industry has shown a steady 
upward curve in the statistical indices 
of service rendered since the end of 
the World War, but proportionate costs 
have risen faster than revenues and have 
frequently conspired to prevent ade- 
quate accumulation of surplus or to 
discourage financing necessary to meet 
the heavy expenditures of nearly con- 
tinual upgrading of flight equipment 
and facilities. 

Although the adage of “whose ox is 
gored” applies in the granting of routes, 
it appears wasteful to increase seat 
capacity on a route already well served 
if such action spells a low load factor 
for each competing line. A regulatory 
viewpoint which treats airlines as utili- 
ties in rate control but forces uneco- 
nomical competition on routes could 
result in financial ‘difficulty for com- 
panies with less roubust treasuries. 


Passenger Revenue Paramount 


Passengers provide by far the major 
portion of industry revenue, some 
$1,380 million in 1958, compared with 
just under $106 million for cargo, and 
total revenues (all domestic trunk lines) 
of $1,525,000,000 with net operating 
income just over $60 million and net 
after taxes and interest of approximately 
$30 billion. In 1957 the respective totals 
were: revenue $1,420 million, operating 
net $42 million and net after taxes and 
interest $27 million. 


The year 58 set new service records 
with 25 billion passenger revenue miles 
and 220.5 million freight ton miles. 
Several factors are at work, however, 
to increase air cargo shipments, which 
have grown from about 120 million 
(domestic) and 100 million ton miles 
(international) to about 350 and 300 
million, respectively, in the past ten 
years. Converted passenger or transport 
types are being adapted to meet cargo 
needs and with new loading techniques 
will cut costs by quick turnaround, 
greater capacity and fuller space utiliza- 
tion, and may become “flying ware- 
houses” for many commodities, obviat- 
ing the need to carry excessive inven- 
tories in many locations. 


The industry’s passenger load factor 
of slightly under 60% during 1958 
leaves plenty of leeway for improve- 
ment and any marked increase would 
reflect very substantially in net income. 
The most conservative estimates indi- 
cate that less than 10% of the popula- 
tion has used air travel for even one 
round trip. This leaves a wide margin 
for growth, especially as businessmen 
take fuller advantage of the greater 
time-savings possible, as use of rental 
automobiles at the airports becomes 











American Airlines non-stop transcontinental service in Boeing 707 jets inaugurates the new 
age of quiet, comfort and speed in air travel. 
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more general, and as costs of other 
modes of transport increase. 


Unless the growth rate of the past 
five or so years slows substantially, there 
should be adequate traffic to support the 
nearly fifty-five billion seat-mile capacity 
projected for 1961. Moreover, high load 
factor will become less important in 
earnings with jets because of anticipated 
lower seat mile costs. 


% 
7 


Acknowledging the novelty factor 
which currently assures full capacity for 
jet schedules, operating men and some 
students of the industry are wondering 
what will happen when fully competitive 
conditions again prevail on multiple- 
certificated routes. This comes back to 
the industry’s passenger load factor 
which has been declining gradually in 
the last three years, with 1958 dipping 
slightly below 60%, compared with 
approximately 65% two years earlier. 
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A Acrovial atest ¢. 


Of course, the hope is that former 
rail passenger business will take to the 
air, with an assist from more intensive 
air transport merchandising to an ex- 
panding population which will adopt 
this modern method of travel as a mat- 
ter of course, but the fact remains that 
nobody can be certain at this time as 
to how soon substantially it will take 
place. With jet equipment a must on 
long flights, refinements of scheduling, 
services and operation, backed by ade- 
quate financial resources, will mean suc- 
cess or failure. The alternative for some 
operations may be merger, curtailment 
or even cessation. 


Travel Prospects 

While ocean-crossing by jet has given 
a fillip of novelty to the first jet-equip- 
ped lines, several factors work toward 
continuing growth in intercontinental 
air travel. More U. S. corpations are 
establishing overseas plants, licensees 
and distributors are promoting foreign 
trade and European manufacturers have 
developed markets here. Pleasure travel 
has become more intercontinental, en- 
couraged by faster schedules, low fares, 
new comforts and renewed popularity 
inspired by the press, by student ex- 
change programs and reasonable ac- 
commodations in _ attractive 
More people than ever can afford the 
time and cost today. 


resorts. 


The absence of vibration, lower nois¢ 
level, and greater comfort and ‘speed 
combine to create a new sensation al- 
ready highly favored by pioneer jet- 
travelers; this the industry counts on 
to create thousands of new customers 
from non-airline users, as well as popu- 


(Continued on page 328) 
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More than twice the size of 
Texas, Alaska was purchased 
for less than two cents an acre. 
Has since yielded nearly 100 
times its purchase price in 
gold output alone. The 49th 
state is also rich in oil, min- 
erals, lumber, fish, and furs. 


PoE Ors FIRST CENTURY 
H emia IN FREEDOM 
NG FOR PROGRESS 
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Like 
Sewards 
Icebox... 





there’s more to Cities Service 


than meets the eye! 


Some dubbed it ‘‘Seward’s Icebox,’’ others 
“Seward’s Folly.” Critics simply could not fore- 
see that Secretary of State William Seward’s 
purchase of Alaska for $7,200,000 would return 
many times its price. 

So it was, also, with Edwin Drake’s first oil 
well at Titusville, Pennsylvania, in 1859. Who 
ever dreamed that petroleum would become our 
chief source of power! 

Providing this power... plus countless oil- 
derived products of comfort and convenience — 
requires a vast network of facilities. It is a tre- 
mendous job... most of it unseen by the public. 

Moreover, it is a job which will continue to 
grow, a fact progressive oil companies recognize 
in their planning. In the past two years, for 
example, Cities Service has spent more than 
$350 million building for the future. 

Only in this way can America be given what 
she needs for progress—more jobs, more and 
better petroleum products. 
























Valuation Rules Changed 


New Revenue Ruling Supports Market Approach 
in Valuing Closely Held Stock 


JOHN B. WEED 


Senior Vice President, Management Planning, Inc., Princeton, N. J. 


T FIRST GLANCE, THE RECENTLY IS- 
A sued Revenue Ruling 59-60, dealing 
with the valuation of the stock of close- 
ly held corporations, looks so much like 
the old Revenue Ruling 54-77, which it 
supersedes, that a busy individual might 
conclude that it hardly deserves a care- 
ful reading. This, it is strongly urged, 
would be a serious mistake. 

While most sections of the old ruling 
are unchanged, and in several instances 
the: changes do not go beyond a mere 
brushing up of the phraseology, there 
are a number of other changes of prac- 
tical importance. It is interesting to note 
that all of these changes relate to areas 
in which there has probably been the 
greatest controversy between represen- 
tatives of taxpayers and Internal Rev- 
enue Agents. In each of these instances, 
the change is, in the opinion of the 
writer, in the direction of sound valua- 
tion theory and practice. 


Comparing Publicly Owned 
Companies 


In the past, as a result of a large num- 
ber of court decisions on closely held 
stock valuation, it has been necessary 
(and properly so) for the appraiser to 
give consideration to all relevant fac- 
tors. However, little guidance has been 
afforded as to the relative importance 
of various valuation factors. Among 
those experienced in valuation work, it 
has generally been the practice to give 
primary weight to relationships devel- 
oped from the market prices of the se- 
curities and the financial statements of 
publicly owned companies engaged in 
the same or a similar line of business. 
However, in the absence of any official 
Treasury Department support for this 
procedure, Revenue Agents have shown 
considerable reluctance to go along with 
it, resulting in many instances in very 
wide differences of opinion as to the 
value of the stock in question. 

Revenue Ruling 59-60, it is hoped, 
should go a long way towards minimiz- 
ing controversy in this area. In newly 
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The author has 
served his present 
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its Division of Eco- 
nomics and Finance. 
He and his staff pre- 
pare economic sur- 
veys, financial analy- 
ses, recapitalization 
plans and valuation 
studies of closely 
owned corporations. He has appeared as a 
valuation and financial expert before the 
Internal Revenue Service and_ various 
courts. Prior to his present association, he 
was Director of Investment Research for a 
large investment counsel firm. Mr. Weed 
is a graduate of Yale University and the 
Harvard Graduate School of Business Ad- 
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added Section 3.03, it is now agreed 
that, in valuing a closely held stock, the 
best measure in many instances “may 
be found in the prices at which the 
stocks of companies engaged in the same 
or a similar line of business are selling 
in a free and open market.” The fair 
market value of publicly owned stocks is 
generally measured by actual market 
prices, and it is only logical that the fair 
market value of closely owned stocks 
should be the prices at which they would 
sell in the open market if they also were 
publicly traded.* Since the market prices 
of publicly owned stocks are importantly 
influenced by their earnings, dividends, 
and capital, it should follow that the 
best way of determining the theoretical 
market price of a closely owned stock is 
by reference to the prices at which pub- 
licly traded stocks having similar de- 
grees of business and financial risk sell 
in relation to their earnings, dividends 
and capital. The indicated acceptance of 
this proposition by the Internal Revenue 
Service is most gratifying. 

The new ruling would also appear to 
dispose of another frequent point of 
controversy with respect to the use of 
comparative companies. Section 2031 (b) 


*Special allowance should, of course, be made for 
their lack of marketability. 


of the Internal Revenue Code specifical- 
ly sanctions the use of securities of com- 
parative companies “which are listed 
on an exchange.” The statute is silent 
with respect to publicly owned securities 
which are traded in the over-the-coun- 
ter market, and a similar silence was 
maintained in Revenue Ruling 54-77. It 
has been quite widely accepted that the 
prices of comparable securities which 
are actively traded over-the-counter 
should constitute a “relevant factor.” 
Nevertheless, in practice, the use of such 
comparatives has been repeatedly chal- 
lenged. Since it is rarely possible to find 
a sufficiently large number of compara- 
tive companies, all having securities 
which are listed on an exchange, the 
endorsement of the use of actively trad- 
ed, over-the-counter securities contained 
in the new ruling is a most welcome ad- 
dition. 


Differences in Capital Structure 


Revenue Ruling 59-60 contains at 
least two further changes having a bear- 
ing of the comparative company prob- 
lem.+ The first has a bearing on the 
complications created by differences in 
capital structure as between the closely 
owned company and various of the com- 
parative companies. Direct comparisons 
between low leverage and high leverage 
common stocks can produce serious dis- 
tortions in capitalization rates due to 
differences in the degrees of risk in- 
volved. 

It is, of course, possible in most in- 
stances to eliminate or greatly minimize 
such distortions by basing all compari- 
sons between the closely held company 
and the comparatives on the total per- 
manent invested capital (common stock, 
preferred stock and long-term debt). 
whatever its form, and on the total earn- 
ings available for, and earnings-paid- 
out on the total capital. Thus, direct 

7It may be noted that the word “problem” is 
used advisedly since in practice it has been found 
that the selection, analysis, and justification of 


comparative companies constitute a major part of 
most valuation studies. 
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comparisons between low leverage and 
high leverage stocks are avoided. 

This procedure found little support in 
the old ruling where it was stated that 
“a corporation having one or more is- 
sues of, preferred stock, bonds or de- 
bentures in addition to its common 
stock should not be considered compar- 
able to one having only common stock 
outstanding.” The new ruling does not 
specifically endorse this procedure, but, 
at the least, it would not now appear to 
reject it since the words “to be direct- 
ly” have been inserted in front of the 
word “comparable” in the above quo- 
tation. This is definitely encouraging 
since it is seldom possible to find an ade- 
quate number of comparative compa- 
nies which will satisfactorily meet vari- 
ous tests of business similarity and de- 
gree of risk, and which will at the same 
time have capital structures similar to 
that of the company being valued. It is 
submitted that a far more accurate re- 
sult will be reached through the invested 
capital approach than would be possible 
if otherwise good comparatives were re- 
jected because of differing capital struc- 
tures, 


Certain Tests Eliminated 


The other noteworthy change involv- 
ing the comparative company situation 
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Showa above is cover of eight-page booklet 
preventing the subject of life insurance in 
A-"-C treatment for 8-11 year-old children. 
Pi-nared by the State Mutual Life Assur- 
are< Co. of America, the booklet was en- 
clssed with the Company’s Annual Report 
to policyholders. The copyrighted booklet 
gives a simple text-cartoon treatment and 
Will be offered to schools and educational 
groups free of charge. 
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is the new ruling’s omission of refer- 
ence to certain tests for similarity. 
Among those mentioned in the old rul- 
ing, but not present in the new, were 
“volume of sales” and “size in terms of 
total assets.” In the writer’s experience, 
very little evidence has been found that 
the factor of size by itself has any influ- 
ence on market values. To the extent that 
there may be an influence, the usual re- 
sult would be to somewhat over-value 
the small, closely held company through 
the use of larger, publicly owned com- 
panies as comparatives. 

In actual practice, it is rarely possible 
to find publicly owned comparative 
companies that are not larger than the 
closely owned company being valued. 
Thus, the comparative method, which 
the new ruling now agrees may be the 
best method in many instances, could 
seldom be used if comparability with re- 
spect to size continued to be insisted 
upon. Fortunately, the new ruling does 
not do so. 


Dividends 


Another controversial area affected by 
the new ruling is the question of “divi- 
dend-paying capacity.” In the past, no 
specific recognition has been given to 
the greater need for closely held com- 
panies to retain earnings to meet com- 
petition and emergencies than for pub- 
licly owned companies. The latter have 
much greater access to public sources of 
financing and may actually improve their 
chances of equity financing on favorable 
terms by following liberal dividend 
policies. The closely owned company, on 
the other hand, can seldom expect to 
obtain outside equity capital. Thus it 
must rely primarily on its own retained 
earnings or on debt financing. The lat- 
ter, obviously, will be more readily avail- 
able if the dividend policy is conserva- 
tive. 

Thus, it must be concluded that, all 
other things being equal, a closely own- 
ed company has a lesser dividend-paying 
capacity than a publicly owned one. It 
might have been hoped that the new 
ruling would treat this subject in some 
detail, but for the time being, ap- 
praisers of closely. held stock should find 
considerable satisfaction in the addition 
of a single sentence, which reads as fol- 
lows: “Recognition must be given to 
the necessity of retaining a reasonable 
portion of profits in a company to meet 
competition.” This is clearly a step in 
the right direction, and if realistically 
interpreted and applied, it should tend to 
lessen any differences of opinion as to 
closely held companies’ dividend-paying 
capacity. 


WHAT WOMEN WANT 


TO KNOW ABOUT WILLS 


By EARL S. MacNEILL 


“The reader of this book 
will immediately become 
aware of the ease and 
grace with which the au- 
thor discusses a host of 
questions. The questions 
are practical, searching. 
The answers are straight- 
forward, woven together 
in a vivid storytelling 
way. 


“Mr. MacNeill presents 
exact information on the 
law of decedents’ estates 
in 51 U. S. jurisdictions; 
guides one to savings of 
federal gift and estate 
taxes (tables in appen- 
dix) ; and discusses, inter 
alia, pensions, insurance, 
social security, jointly 
held property, the living 
trust, and many myths 
and facts as to making 
and not making a will. 


‘The author’s back- 
ground as a lawyer, lec- 
turer, writer and, until his 
recent retirement, trust 
department executive, 
qualifies him to comment 
on the role of the trust 
officer and banker in help- 
ing plan for the disposi- 
tion of one’s worldly 
goods. Any man or 
woman fortunate to have 
a family adviser who has 
the resources and experi- 
ence of an Earl S. Mac- 
Neill does not need to 
have this book. But the 
legions of others will find 
it most helpful and en- 
joyable reading.” —Trusts 
and Estates Magazine 


$3.50 at your bookstore or from 


HARPER & BROTHERS, N. Y. 16 
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Revenue Ruling 54-77, while recogniz- 
ing that “valuation is not an exact sci- 
ence,” was certainly a major step to- 
ward placing the valuation of closely 
held stock for estate and gift tax pur- 
poses on a sound and scientific basis. 
Such a goal was not, of course, fully 
achieved, nor is it ever likely to, be. 
However, in the light of the changes dis- 
cussed above, Revenue Ruling 59-60 
represents further important progress 
in that direction. 

A A.A 


UNIVERSITY SETS Up ESTATE PLANNING 
COMMITTEE 


Washington University in St. Louis 
has established a Bequests and Estate 
Planning Program under the director- 
ship of H. Hadley Grimm and a Com- 
mittee headed by Daniel Bartlett. The 
program is designed to provide attor- 
neys, trust officers and others with in- 
formation about the University as well 
seeking to bring about a wider under- 
standing of the importance of wills and 
their periodic review together with sug- 
gestions of other methods of giving. 

On the Committee are David R. Cal- 
houn, (president of St. Louis Union 
Trust Co.), G. A. Buder, Jr., Clarence 
D. Cowdery (vice president of Boat- 
men’s National Bank), Hord W. Hardin, 
Charles Herman, C. Sidney Neuhoff, and 
Chapin S. Newhard. 





OIL & GAS 
PROPERTIES 


B. A. HoLmMAN and 
R. L. THOMSEN, 


oil and gas producers, are 
purchasers, appraisers and 
liquidators of producing and 
non-producing oil and gas 
properties in the Gulf Coast 
area and Southwestern U. S. 


Reply to: 
HOLMAN-THOMSEN 
OIL PROPERTIES 
Box 204, Waco, Texas 


or 


Box 2125, Jackson, Miss. 
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Wrase Heads Florida Trust 
Group 


Approximately 50 trust departments 
were represented at the Annual Spring 
Meeting of the Trust Division of the 
Florida Bankers Association, held at the 
Americana Hotel, Bal Harbour, on 
March 19. 

Officers elected for the coming year 
are: Walter A. Wrase, trust officer, First 
National Bank in Fort Lauderdale, 
Chairman; Richard C. Hinze, vice presi- 
dent and trust officer, Palmer First Na- 
tional Bank and Trust Co., Sarasota, 
Vice-Chairman; and Clifford M. Hames, 
vice president and 
trust officer, First 
National Bank of 
Orlando, Secretary. 

Chairman 
Thomas E, Camp, 
III, vice president 
and trust officer of 
the Barnett Na- 
tional Bank of 
Jacksonville, presided:.over the session 
which was devoted to reports on legis- 
lative proposals to be sponsored this year 
by the Trust Division. The Florida Bar 
Association was represented at the meet- 
ing by Lloyd Rees, attorney of Miami, 
who spoke on various legislative mat- 
ters. Mr. Camp pointed out that the new 
committee consisting of members of the 
Bar Association, County Judges Associ- 
ation and Trust Division, in reviewing 
matters pertaining to legislation affect- 
ing estate and trust administration, has 
been most successful during the year. 

For the first time, the Trust Division 
was represented by a speaker before the 
general session of the entire Florida 
Bankers Association convention. A. M. 





WALTER A. WRASE 






MeNickle, vice president, Fidelity Trust 
Co., Pittsburgh, addressed the meeting 
on “New Business Development and 
Salesmanship,” pointing out the poten- 
tial business in the area. 

A.B & 


Kansas Trust Conference 
Held in Topeka 


The annual Trust Conference of the 
Kansas Bankers Association, meeting in 
Topeka on March 24, elected the follow- 
ing new officers of the Association’s 
Trust Division: Pres.—H. W. Hill, vice 
president and trust officer, First National 
Bank, Wichita; Vice Pres.—Albert Vogt, 
assistant trust officer, First National 
Bank, Hutchinson; Sec.-Treas——Norman 
D. White, assistant vice president and 
trust officer, Lawrence National Bank. 

The morning session heard the report 
of Trust Division president, Bruce Hurd, 
assistant trust officer, First National 
Bank, Topeka, and an address on “Prep- 
aration for Destiny” by KBA vice presi- 
dent, C. W. Hunt, who is president of 
First National Bank, Coffeyville. “Trust 
Fund Investments” were discussed by 
Alfred L. Benjamin, vice president, and 
William L. Atwood, assistant vice presi- 
dent, both of First National Bank, Kan- 
sas City. The “Legal Aspects of the Pru- 
dent Man Rule” were presented by Wil- 
liam R. Scott, associate professor, School 
of Law, Kansas University. 

In the afternoon a business meeting 
was followed by two addresses. John 
Kirk, former vice president and trust 
officer of First National Bank, Topeka, 
discussed “Our Trust Division” and 
Eldon Sloan, director of property valua- 
tion for the Kansas State Commission of 
Revenue and Taxation, spoke on “In- 
tangible Tax Reporting by Trustees.” 








Trusts faculty of Graduate School of Banking makes plans for the forthcoming resident 
session of the school at Rutgers — The State University of New Jersey. From the lett: 
William F. Lackman, vice president, Guaranty Trust Co., New York; Roger F. Murrey. 
associate dean, Graduate School of Business, Columbia University, New York; Joseph A. 
McClain, Jr., attorney, Tampa, Fla.; Joseph H. Wolfe, deputy manager, American Bankers 
Association and secretary, A.B.A. Trust Division; Morton Smith, vice president, Girard Trust 
Corn Exchange Bank, Philadelphia; and Walter Kennedy, president, The First National 
Bank of Montgomery, Ala., and immediate past president of the Trust Division. 
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Attorneys... 
and 
The Present 





Moment 





As an attorney, chances are you’ve often advised clients 
to wait—to put off certain actions or decisions until 
circumstances made them more advisable, more likely 
to succeed in the long run. And the chances are you 
were entirely right. 

Some situations, however, call for exactly the op- 
posite approach. Will Review is a prime example. 
Today—at the present moment—your client can decide 
if his Will is up to date, fulfilling his wishes in the 
soundest, most economical manner. It’s a privilege he 
may not have tomorrow. That is why we suggest that 
you and your client confer with us on Will Review and 


Estate Analysis at your first opportunity. 





Member Federal Deposit Insurance Corporation 
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Tax SAVINGS THROUGH PSEUDO CORPORATION’ 


Proposed Regulations Pose Traps for the Unwary 


HE TECHNICAL CHANGES ACT OF 

1958, adding Section 1371l(a) to 
the Internal Revenue Code, defines a 
“small business corporation” as one that 
does not “***(1) have more than 10 
shareholders; (2) have as a shareholder 
a person (other than an estate) who is 
not an individual; (3) have a non-resi- 
dent alien as a shareholder; and (4) 
have more than one class of stock.” The 
corporation must not be “*** a mem- 
ber of an affiliated group (as defined in 
section 1504) .” 

If a corporation meets these qualifica- 
tions, it can “elect” to be taxed as a 
small business corporation, in which 
event the corporation pays no Federal 
income taxes and all profits and losses 
are taxable directly to its stockholders. 

A corporation, otherwise qualified, 
loses its right to be taxed as a pseudo 
corporation if more than 20 percent of 
gross receipts is derived from royalties, 
rents, dividends, interest, annuities and 
sales or exchanges of stock or securities 
(Sec. 1372(e) (5) ) or derives more than 
80% of its gross receipts from sources 
outside of the United States (Sec. 1372 
(e) (4)). 

The Proposed Regulations, published 
in the Federal Register on March 12, 
1959, define “gross receipts” as fol- 
lows (Proposed Regs. Sec. 1.1372-4(b) 
(5) (ii): 

“The term ‘gross receipts’ means the 
total amount received or accrued un- 
der the method of accounting used by 
the corporation in computing its tax- 
able income. Thus, the total amount 
of receipts is not reduced by returns 
and allowances, cost, or deductions. 
For example, gross receipts will in- 
clude the total amount received or 
accrued during the corporation’s tax- 
able year from the sale or exchange 
of any kind of property, from invest- 


ments, and for services rendered by 
the corporation.” 


There are certain exceptions to this gen- 
eral rule, the most important of which is 


*The words ‘“‘Pseudo Corporation” are not used 
in the Technical Changes Act of 1958. The actual 
language is “an electing small business corpora- 
tion,” but this is so cumbersome that the phrase 
“pseudo corporation” has crept into tax language. 
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By MosEs W. ROSENFELD 
Blades & Rosenfeld, Baltimore 


that gross receipts from the sale or ex- 
change of stock or securities shall be 
taken into account only to the extent of 
gains therefrom. 


A corporation electing to be taxed as 
a pseudo corporation must file proper 
papers with the Commissioner, consent- 
ed to by all the stockholders, within 
thirty days before or thirty days after 
the beginning of the corporation’s fiscal 
year. 


Let us now consider some of the im- 
plications of these qualifications, in the 
light of the Proposed Regulations. 


Counting Stockholders 


The corporation must have no more 
than ten shareholders. Does stock owned 
by husband and wife as tenants by the 
entireties constitute one stockholder or 
two stockholders? This question is spe- 
cifically answered by TIR (Treasury In- 
formation Release #113) and by Pro- 
posed Regs. Sec. 1.1371-1(d) which 
provide that such ownership results in 
there being two stockholders. On Jan- 
uary 21, 1959, three bills (H.R. 2967, 
H.R. 3126 and H.R. 3377) were intro- 
duced in the House of Representatives 
that would, under certain circumstances, 
result in tenancy by the entireties being 
considered as a single stockholder.+ 

Suppose that there is one guardian 
for three infants. Does this constitute 

+Similarly, stock held as a member of a marital 
community in community property states, which 
the Commissioner considers owned by two share- 


holders, would under the proposed legislation he 
considered owned by one shareholder. 





The author is a 
member of the Bar 
of Baltimore City 
where he has been 
practicing for over 
forty years. He has 
delivered a number 
of addresses on tax 
subjects, especial- 
ly in connection with 
estate planning. For 
a number of years, 
he has been an active member of the Com- 
mittee on Taxation of Estates and Trusts of 
the Tax Section, American Bar Association. 





one stockholder or three stockholders? 
Again, TIR #113 and Proposed Regs. 
Sec. 1.1371(d) answer the question 
specifically; the guardian constitutes a 
separate stockholder for each infant. 


Each stockholder must be either a per- 
son or an estate. This clearly eliminates 
as a permissible stockholder a corpora- 
tion, a partnership or a trust. Suppose 
that a voting trust is created. For all 
other income tax purposes, voting trusts 
are completely ignored. However, Pro- 
posed Regs. Sec. 1.1371-1(e), provides 
specifically: “The word ‘trust’ as used in 
this paragraph includes *** voting 
trust.” To the writer, this seems utterly 
illogical. Only time will tell whether or 
not the Courts will sustain the Commis- 
sioner in his interpretation of the law in 
this regard. Meanwhile, however, it 
would obviously be hazardous to pro- 
ceed in defiance of the Proposed Regu- 
lations. 


Is a Custodian under the Uniform Gift 
to Minors Act or the Uniform Gift of 
Securities Act, a “trustee” for purposes 
of the pseudo corporation law? TIR 
#113 answers this question; the Custo- 
dian is not a trustee; hence, stock so held 
is held by a “person.” 

As to the restriction that the corpora- 
tion cannot have more than one class of 
stock, Proposed Regs. Sec. 1.1371-1(g) 
makes it clear (a) that this restriction 
applies to issued and outstanding stock 
and not to authorized-but-unissued stock, 
and (b) that it likewise applies to a cor- 
poration having any two classes of is- 
sued and outstanding stock, with one 
exception, namely, “*** if two or more 
groups of shares are identical in every 
respect except that each group has the 
right to elect members of the board of 
directors in a number proportionate to 
the number of shares in each group, they 
are considered one class of stock.” While 
in many cases the “thin corporation” 
problem will not apply to a pseudo cor- 
poration, nevertheless Proposed Regs 
Sec. 1.1371-1(g) provides that “**’ 
stock which is improperly designated as 
a debt obligation *** may well be con 
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|) sidered as a second class of stock, and ® + 
“ |) not as a debt obligation, resulting in the 
corporation not being entitled to elect to 


be taxed as a pseudo corporation. If you do business in California ecco 


Termination of Status 


* 
f 


7 
. 


Buprerenmen me Tes seer 


Now let us pass on to how a corpora- 
| tion ceases to be a pseudo corporation. * 
A corporation, having once “elected” 
| to be taxed as a pseudo corporation, can O Ur S a e W 1 e 
only revoke this election by the unani- 
i f cee 





mous consent o all persons who 
are shareholders in the corporation on 
the day on which the revocation is 


5 

ma made***.” Such revocation, unless made 

- within thirty days after the beginning 
. of the fiscal year, will be effective for the 


fiscal year following the fiscal year in 
r- which the revocation is made. This lan- 
es guage in Section 1372(e)(2) of the 


ra- Code is seemingly completely contradict- 
Se ed by subparagraph (3). which pro- 
all vides: “An election under subsection (a) 
sts 


made by a small business corporation 





'O- shall terminate if at any time *** the 

les corporation ceases to be a small busi- 

in | ness corporation (as defined in section , 

ng | 1371(a)). Such termination shall be ef- 

tly fective for the taxable year of the cor- e a } e | O | 
or poration *** and for all succeeding 

is- taxable years of the corporation.” 


In other words, if A. B and C own all 











te of the stock of a pseudo corporation. 
‘ Section 1372(e) (2) would require the : 

a4" |) consent of all three in order . revoke Fully equipped Trust Department 

. | the election. Nevertheless, under a literal offices in 27 cities serve all of California 

. __ teading of the language of subparagraph ... offer Trust Services through more 
| (3). if C transfers one share of stock to 

ses || his wife at 11:59 p.m. on the last day of than 600 branches. 

IR | the fiscal year, and if his wife declines 

to- | to join in electing to have the corpora- There’s a Bank of America District 

eld "| tion taxed as a pseudo corporation, C ae Trust Office in each of these California 
| could indirectly cause the corporation 7 

ra- | to lose its right to be taxed as a pseudo ree 

of | corporation for such fiscal year. The 

8) same result could also be accomplished Bakersfield Oakland San Francisco 

ion by C’s transferring one share of his Beverly Hills Dincdidlilinss ere wees 

ock stock to a trust or by his transferring Chi Payee Sinn 

ck, one share of stock to each of such num- er apr cima 

-or- ber of individuals as would result in the —— ae mon Sy 

i. corporation having an aggregate 6 nie Fresno Riverside Santa Barbara 

one |] ten stockholders. This would seem to Glendale Sacramento Santa Rosa 

ore |B confer upon a_ stockholder holding a Hollywood Salinas Stockton 

ery relatively insignificant minority interest Long Beach San Bernardino Ventura 

the a power to become a “dog in ‘the man- Los Angeles San Diego Whittier 

| of ger.” Such a minority stockholder, who 

> to |) Would be very slightly affected thereby. 

hey coul: say to the majority stockholders 

hile that. unless they would yield to his wish- _ 

on es for a larger bonus or for a certain Br kk { A 4 
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egs. |} Caus: these majority stockholders to lose TRUST AND 
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any of these indirect methods of termi- 
nating the election? Will the Commis- 
sioner attempt to read “business pur- 
pose” into any such indirect method of 
termination? The Proposed Regulations 
give no specific answer to these ques- 
tions, but they do include the following 
(Sec. 1.1373-1 (a) (2) ): 


“A donee or purchaser of stock in 
the corporation is not considered a 
shareholder unless such stock is ac- 
quired in a bona fide transaction and 
the donee or purchaser is the real 
owner of such stock. The circum- 
stances, not only as of the time of the 
purported transfer but also during the 
periods preceding and following it, 
will be taken into consideration in de- 
termining the bona fides of the trans- 
fer. Transactions between members of 
a family will be closely scrutinized.” 


A pseudo corporation should not 
lightly terminate its election to be taxed 
as such because it cannot again elect to 
be taxable as a pseudo corporation for 
five years, without the consent of the 
Commissioner. (Section 1372(f) ). 


Taxability of Profits and Losses 


Let us now consider when profits and 
losses of the pseudo corporation are tax- 
able to the stockholders. 


Totally different rules apply to the 
taxation of profits and to the taxation 
of losses. Profits for the corporation’s 
fiscal year are taxable to the individual 
who is a stockholder at the end of such 
fiscal year. This creates unusual oppor- 
tunities for the taxpayer. When the 
Treasury Department fully realizes how 
great these opportunities are, it is more 
than possible that this section of the law 
will be changed. 


A totally different rule applies as to 
losses. Section 1374(c) (1) provides in 
part that “*** a shareholder’s pro rata 
share of the corporation’s net operating 
loss is the sum of the portions of the 
corporation’s daily net operating loss 
attributable on a pro rata basis to the 
shares held by him on each day of the 
taxable year.” In other words, if the sole 
original stockholder held his stock for 
160 days of the year and then sold it or 
gave it away, his share of the loss would 
be 160/365ths of the corporation’s loss 
for the year. This creates a somewhat 
perplexing situation. 


If, for instance, one stockholder sold 
his stock on May 1, he would have no 
way of controlling or even knowing 
about the decision of the other stock- 
holders, made at any time after May 1 
and before the close of the fiscal year, 
as to whether or not they would continue 
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to be taxable as a pseudo corporation. 
One of the other stockholders might, as 
indicated above, give one share of his 
stock to his wife, who would decline to 
consent to the election to be taxed as a 
pseudo corporation, with the result that 
the stockholder who had sold out on May 
1 and anticipated the tax benefits from 
a loss, would find himself deprived 
thereof. 


The effect of these provisions is that, 
for instance, an individual about to en- 
gage in a highly speculative venture 
could organize a corporation with him- 
self as sole stockholder and elect to be 
taxed as a pseudo corporation. If the 
corporation earns substantial sums, the 
stockholder could give the stock to his 
children one day before the close of the 
fiscal year of the corporation, and if the 
children “elect” to have the corporation 
taxed as a pseudo corporation, then all 
profit of the corporation for that year 
would be taxable to the children and not 
to the original stockholder. If on the 
other hand the venture proved unprofit- 
able, the stockholder could retain the 
stock himself, and (assuming that he 
had substantial other ordinary income) 
derive all of the tax benefits from the 
resulting loss. 


Disadvantages of Election 


Now let us look at the principal disad- 
vantages of electing to be taxed as a 
pseudo corporation. 


The law is entirely new. There are no 
final Regulations. No cautious tax ad- 
viser likes to have a client adopt an un- 
tried and unproven law. There is every 
likelihood that the law and the Proposed 
Regulations will be changed. 


Perhaps the most important question 
not answered by the Act arises where an 
existing corporation, with accumulated 
earnings and undistributed profits, elects 
to be taxed as a pseudo corporation. It 
would seem that cash withdrawn during 
the fiscal year when it was a pseudo cor- 
poration would be tax free to the recipi- 
ents, but it may be argued by the Com- 
missioner that the accumulated earnings 
and undistributed profits must first be 
distributed as ordinary income taxable 
at ordinary dividend rates. There would 
seem to be little doubt that cash with- 
drawn during the fiscal year out of 
profits of the fiscal year during which 
the corporation was a pseudo corpora- 
tion would be taxable to the stockholders 
as such. Yet, there are only the rarest of 
instances in which a corporation can 
possibly ascertain its profits and losses 
prior to the close of its fiscal year. 


Suppose that a corporation, which 





elected to be taxed as a pseudo corpora 
tion for 1959 but not for 1960, had ac- 
cumulated earnings and profits prior to 
January 1, 1959, does not distribute it: 
profits in 1959, has profits for 1960 and 
distributions are made in 1960. The 
stockholders would have paid the tax on 
the 1959 income, which, apparently, one 


would be warranted in considering as | 


tax free when later withdrawn. However, 
could the Commissioner argue that dis- 
tributions made in 1960 must first be 


made out of (a) undistributed profits | 


for 1958, or (b) earnings of the current 
calendar year 1960? 

Here the Proposed Regulations (Secs. 
1.1373-1 to 1.1377-3, inclusive) set forth 
the answers to these questions and to 
other related questions in truly volumin- 
ous detail, far beyond the scope of any 
brief paper such as this. A few of the 
important pitfalls for the unwary are: 

(a) A distinction is made _ between 
distribution of cash and distribution of 
any other assets. 


(b) The deduction (for losses) al- 
lowed shareholders by Section 1374(b) 
of the Code is the deduction for the tax- 
able year of the shareholder in which or 
with which the taxable year of the corpo- 
ration ends. “Therefore, if a shareholder 


dies before the end of the taxable year | 


of the corporation, neither he nor any 
other person is entitled to a deduction 
for his pro rata share of the corpora- 
tion’s net operating loss for such taxable 
year.” (Proposed Regs. Sec. 1.1374-1 (b) 
(2)). 

(c) Although it is generally true that 
capital gains of the pseudo corporation 
are carried through to the shareholders, 
Proposed Regs. Sec. 1.1375-1(a) limits 
such capital gain treatment to “*** the 
taxable income (as defined in Section 
1373(d)) of the corporation for the tax- 
able year,” and Proposed Regs. Sec. 
1.1375-1(d) provides that if a pseudo 
corporation — 

“*** is availed of by any shareholder 
*** owning a substantial portion of the 
stock of such corporation for the pur- 
pose of selling property which in the | 
hands of such shareholder *** would 
not have been an asset, gain from the 
sale of which would be capital gain, 
then the gain on the sale of such 
property by the corporation shall not 








be treated as a capital gain. For this 


purpose, in determining the character | 
of the asset in the hands of the share- | 


holder, the activities of other electing | 
small business corporations in which | 
he is a shareholder shall be taken into | 
consideration.” 
(d) A distribution of property other | 
than money is never a distribution of | 
previously taxed income. (Propos d 


Regs. Sec. 1.1375-4(b) ). 
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(c) “If an election is terminated ***, 
the corporation may not, during the first 
taxable year to which the termination 
applies or during any subsequent taxable 
year, distribute previously taxed income 
of taxable years prior to the termination 


as a nondividend distribution ***.” 


(Proposed Regs. Sec. 1.1375-4(a)). In 
other words, it would appear essential 
that all previously taxed income of a cor- 
poration be distributed prior to the year 
of termination of the election, if a so- 
called “double tax” is to be avoided. 


(f) “A shareholder’s right to non- 
dividend distributions *** is personal 
and cannot in any manner be trans- 
ferred to another. *** If a shareholder 
transfers all of his stock in an electing 
small business corporation, any right 
which he may have had to nondividend 
treatment upon the receipt of distri- 
butions lapses entirely unless he again 
becomes a shareholder in the corpora- 
tion while it is subject to the same elec- 
tion.” (Proposed Regs. Sec. 1.1375-4 
(e)). 

Another latent danger to the unwary 
is contained in Proposed Regs. Sec. 
1.1375-3 which permits the District Di- 
rector to allocate any dividends received 
by the shareholder “*** among share- 
holders of such corporation who are 
members of such shareholder’s family, 
if he determines that such *** alloca- 
tion is necessary in order to reflect the 
value of services rendered to the corpo- 
ration by such shareholders, *** The 
amount reallocated shall be considered a 
dividend to the shareholder to whom it 
is reallocated.” Family is defined as in- 
cluding only spouse, ancestors and lineal 
descendants. It would seem to follow 
that the District Director and the Com- 
missioner are authorized to make such 
allocations only among members of the 
family group who are shareholders of 
the corporation. 

Electing to be taxed as a pseudo cor- 
poration will not cause the corporation 
to lose a loss carry-over, if it has one, 
but such loss carry-over will not be ap- 
plicable in any year in which it is a 
Pseudo corporation. Furthermore, the 
fact that it is a pseudo corporation will 
not extend the period for which the loss 
carry-over can be taken. 

Th: 
the b: 
debt,” 
deduc 
from 
Corpo: 


“basis 


pseudo corporation law speaks of 
is of the stockholder’s “stock and 
Such basis is reduced by any loss 
ible by the stockholder resulting 
he corporation being a pseudo 
‘tion. Once such losses equal such 
’ additional losses will not be de- 
ductil;'> and the stockholder’s “basis” is 
teducc | to zero. 
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Benefits of Law 


Let us now consider the advantages. 

Since the pseudo corporation pays no 
corporate income taxes and all profits 
and losses are taxable directly to the 
shareholders, this will be highly advan- 
tageous under many circumstances and 
obviously disadvantageous under others. 
Generally speaking, if stockholders have 
high individual incomes, they would pre- 
fer to be taxed as an ordinary corpora- 
tion. To illustrate, if A, B and C enjoy 
an income of $50,000 per year each as 
salaries from their corporation and if 
the corporation, in addition, has taxable 
income of $150,000, it would be prefer- 
able to have the income taxed to the 
corporation. If, however, there were a 
possibility that in one fiscal year the 
corporation would derive a capital gain 
of $1,000,000, then A, B and C might 
well prefer having the corporation taxed 
as a pseudo corporation. They could well 
prefer paying ordinary income taxes on 
$100,000 each, in order to get the benefit 
of the $1,000,000 of capital gain taxable 
directly to them at capital gain rates, 
with the benefit of obtaining the pro- 
ceeds of the gain in their own individual 
possession. If the corporation were taxed 
as an ordinary corporation, the corpora- 
tion would pay a capital gain tax on the 
$1,000,000 capital gain, but this money 
would be frozen in the corporation and 
(except under unusual circumstances) 
could only be gotten into the hands of 
the stockholders as dividends taxable at 
ordinary income tax rates. 


A pseudo corporation has all the 
rights, privileges and benefits of any 


other corporation. This includes the very 
important right of limited liability. This 
benefit is particularly applicable to part- 
ners who have never wanted to incorpo- 
rate because of the tax burden in incor- 
porating, and who are engaged in a busi- 
ness with certain extreme potential haz- 
ards. Such individuals would benefit 
substantially from having a corporation 
with limited liability and taxable as a 
pseudo corporation. 

If stockholders anticipate that they 
probably are going to sustain operation- 
al or capital losses during an approach- 
ing fiscal year, it would usually be high- 
ly desirable that these losses be deduct- 
ible from the income of the individuals 
rather than by the corporation. 

Perhaps the most important tax bene- 
fits of the pseudo corporation arise from 
the possibility of obtaining the so-called 
“fringe benefits.” Under a pension, profit 
sharing, group insurance or medical re- 
imbursement and wage continuation 
plan, no benefits can inure to a sole 
proprietor or to a partner if the costs 
(as to contributions for the benefit of 
the sole proprietor or the partner) are 
to be deductible, but the contrary is true 
as to the stockholders of the pseudo cor- 
poration. For instance, a corporation can 
adopt a medical reimbursement and 
wage continuation plan under Section 
105. Such medical reimbursement plan, 
regardless of whether or not funded by 
insurance, will result in all.medical ex- 
penses of the employee, his wife and de- 
pendents (as defined in Section 152 of 
the Code) being deductible by the cor- 
poration and at the same time not be 
taxable to the individual. The corpora- 
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tion has a right to choose any one or 
more of its employees to be beneficiaries 
of such medical reimbursement plan. 

In a recent situation, group life insur- 
ance was granted with as few lives as 
eleven, without medical examination. 
The sole stockholder chief executive of 
the corporation was able to acquire sub- 
stantial life insurance, although he was 
uninsurable, through use of the pseudo 
corporation; it could not have been done 
if the individual had continued as a sole 
proprietor. 

Similarly, the pseudo corporation can 
adopt a profit sharing plan or a pension 
plan in which the stockholder executives 
can participate, with all of the tax bene- 
fits of such plans that qualify under the 
Code. 

In summary, the Technical Changes 
Act of 1958 presents great opportunities 
for tax savings; at the same time, it in- 
cludes dangerous traps for the unwary. 

a Bs 
250 Attend Pennsylvania 
Trust Conference 


More than 250 trust men attended the 
32nd Annual Conference of the Pennsyl- 
vania Bankers Association Trust Divi- 
sion in Harrisburg April 3rd. Trust 
Division chairman John L. Probst, who 
is vice president of Mellon National 
Bank & Trust Co., Pittsburgh, opened 
the meeting with a discussion of the need 
for trained and specialized personnel, 
for improved income, and the tremen- 
dous impact of the trust business on the 
economy. Remarking on the importance 
of security holdings of institutional in- 
vestors, Mr. Probst referred to a chart 
in Trusts AND Estates (T&E Feb. p. 
96) showing estimated trust holdings of 
corporate securities to be $108 billion 
of which $62.7 billion is in common 
stocks. 

Chairmen of eleven committees sub- 
mitted their annual reports. Robert L. 
Myers, Jr., Secretary of Banking, 
emphasized employee benefit and pen- 
sion funds, and John Y. Scott, counsel 
to the Association talked about pending 
legislation. The climax of the day’s pro- 
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gram was a panel discussion of “the 
proposed inheritance and estate tax law 
of 1959 and other tax proposals.” 

A more complete report of the meet- 
ing will appear in the next issue. 

a°a & 
Revenue Service Viewpoint 
on Estate Valuations 


Maurice Olenick, Assistant Supervis- 
ing Agent, Estate and Gift Tax Section 
of the Chicago District Office of the In- 
ternal Revenue Service, outlined an In- 
ternal Revenue Agent’s outlook in valu- 
ing interests in closely held corporations 
and partnerships before the Chicago 
Chapter of the American Society of 
Chartered Life Underwriters’ annual 
Economic Conference on March 19. Ap- 
proximately 115 members, attorneys, 
accountants and trust officers attended 
the conference. 

From his experience in reviewing es- 
tates, Mr. Olenick observed that under- 
writers can perform a valuable service 
to their clients by pointing out the need 
for cash to pay Federal Estate Tax and 
other estate clearance costs. By cooperat- 
ing with the banks, for example, under- 
writers can insure long and short term 
loans which business has incurred. He 
spoke of the vulnerability of a great 
number of businesses in which the prin- 
cipal owners and executives are in their 
50’s and 60’s, many without insurance 
on the lives of their key men. He told of 
the problems created when all three key 
men in one going concern died within 
one year. All of the stock of the corpora- 
tion had to be put up for sale and there 
was considerable decrease in the value 
of the shares for the surviving family 
members. 

Mr. Olenick stated that the Internal 
Revenue Service uses no general formula 
for valuing the shares of a closely held 
business but that the valuation is based 
on all known facts including the general 
business outlook and outlook for the in- 
dustry and the firm. He mentioned that 
executors do not always try to bargain 
for the lowest possible estate tax valua- 
tion for the shares of a decedent in the 
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small closely held business because 2 
higher estate tax valuation may mean a 
higher base for capital gains tax pur- 
poses if the shares should be disposed of 
later. 

In discussing the effect of the owner- 
ship of the keyman insurance on stock 
values he pointed out that the cash value 
of the insurance is shown on the balance 
sheet of the firm as an asset. At death 
the book value or net worth of the cor- 
poration is increased by the amount of 
the insurance proceeds in excess of the 
cash value. This may run 10% to 15% 
of net worth. Too often it is 5% or less, 

As to whether or not this increase in 
the book value increases the value of the 
stock at the death of the key man de- 
pends on the individual circumstances 
including the nature and history of the 
firm, its stability, diversification and 
other features. For example, while the 
earnings of a business may hold up for 
a year after the death of the key man on 
account of orders already received the 
Internal Revenue Service may actually 
look at the earnings for the two year 
period after death to determine if loss 
of earning capacity has been demon- 
strated and whether understudies have 
been able to carry on successfully. 


A A A 
New Mortality Table Adopted 


A new mortality table for insurance. 
known as “Commissioners 1958 Stand- 
ard Ordinary Mortality Table,” has al- 
ready been adopted by eleven states — 
although approved only last December 
by the National Association of Insur- 
ance Commissioners. Connecticut led 
the states in enacting the new table, with 
Indiana, Kansas, Maine, Maryland, 
Minnesota, the Dakotas, Washington. 
West Virginia and Wyoming subsequent- 
ly joining the roll. The measure is also 
pending in at least a dozen other juris- 
dictions. 

The changes will have little or no ef- 
fect on policy costs, according to the In- 
stitute of Life Insurance, as recent mor- 
tality improvements have already been 
reflected in current premium charges 


and dividends declared. Major purpose i 


of the new schedule is to permit state 
laws to provide for calculation of reserve 


and cash surrender value factors on 4/) 


later basis than permitted under the 
1941 table which was generally adopted 
in 1948. Differences in life expectancy 
are illustrated by the following selections 
from the three official tables in use: 


50 60 70 80 


Comm. 1958 23.63 16.12 10.12 5.35 
Comm. 1941. 21.87 14.50 8.99 5.96 
Am. Ex. 1868 20.91 14.10 8.48 4.39 
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POWER 10 DISTRIBUTE TO GRANTOR 


Gift and Estate Tax 


URING THE LAST TWENTY YEARS THE 

Courts have been called upon to de- 
cide cases involving the Federal estate 
and gift tax consequences of an inter 
vivos transfer of property in trust where 
an independent trustee (or trustees) has 
broad discretionary power (i.e., not 
limited by an ascertainable standard’) 
to distribute all or a part of the income 
and/or principal of the trust to the 
grantor. These cases are Rheinstrom,* 
Herzog,® Hazelton,t Gramm,® Board- 
man,® Paolozzi,- Uhl® and Vander 
W eele,® six of which involved the gift tax 
and two (Boardman and Uhl) the estate 
tax. 


It has been suggested that a conflict 
of principles exists between two of these 
cases (Uhl and Vander Weele) in the 
application of the estate and gift tax 
statutes to such transfers.'° The eight 
cases will be discussed in an attempt 
to ascertain whether the opinions afford 
an estate planner a consistent test to en- 
able him to forecast accurately the estate 
and gift tax consequences of such trans- 
fers. 


The Gift Tax Cases 


The gift tax cases have arisen under 
predecessors of sections 2501(a) and 
25ll{a) of the 1954 Code. The exact 


question involved was whether a taxable 


1An example of a power not limited by an as- 
certainable standard is a power in the trustee to 
distribute trust property to the grantor for his 
pleasure, desire or happiness. An example of a 
power limited by an ascertainable standard is a 
power in the trustee to distribute trust property 
to the grantor for his education, support, mainte- 
nance or health or for his reasonable support and 
comfort. See Regs. Secs. 25.2511-1(f) (2), 20.2041-1 
(c) (2). 

Sec. 25.2511-1(f) (2) provides that “if a trust 
instrument provides that the determination of the 
trustee shall be conclusive with respect to the exer- 
cise or non-exercise of a power, “‘the power is not 
limited by an ascertainable standard. 

*Rheinstrom v. Comm., 105 F. 2d 642 (8th Cir. 
1939). 

8Herzog v. Comm., 116 F. 2d 591 (2d Cir. 1941). 


4Estate of Ben F. Hazelton, Jr., 1940 P.H.B.T.A. 
Memo. 660 (1940). 


5Estate of Christianna K. Gramm, 17 T.C. 1063 
(1951). 

8Estate of Carolyn Boardman, 
(1953). 

TAlice Spaulding Paolozzi, 23 T.C. 182 (1954). 

8Estate of Edgar M. Uhl, 25 T.C. 22 (1955), 
rev’d 241 F. 2d 867 (7th Cir. 1957). 

*Sarah Gilkey Vander Weele, 27 T.C. 340 (1956), 
aff’d 254 F. 2d 895 (6th Cir. 1958). 

1oThe Irving Lawyers Letter, August, 1958, pub- 
lished by Irving Trust Co., New York. 
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“transfer” within the meaning of these 
sections had taken place with respect to 
the particular interest involved when the 
trust was created. Neither of these sec- 
tions contains any specific language 
relating to the problem considered. The 
Gift Tax Regulations are of no real 
aid." 

In Sanford v. Comm.’ the Court held 
that in the case of an inter vivos transfer 
of property in trust by a grantor who 
reserved to himself the power to desig- 
nate new beneficiaries other than him- 
self the gift became complete and tax- 
able when that power was relinquished. 
This case would appear to indicate that 
unless the exercise of the power for the 
benefit of the grantor rests in the un- 
controlled discretion of the trustee the 
gift with respect to the particular in- 
terest involved is not complete and tax- 
able. The gift tax cases support this con- 
clusion. 


Rheinstrom 


In Rheinstrom the trust instrument 
directed that 10% of the net income of 
the trust was to be accumulated and held 
“as a reserve fund, with absolute power 
and discretion in said trustees to pay 
over to [the grantor] such part, if any, 
of this 10% * * * as may to said trustees 
seem best * * *.” The Eighth Circuit 
held that a gift was due on the 10% 
income interest and stated: 


“Whether she [the grantor] would 
ever receive any of this reserve fund 
depended entirely upon the trustee, 
over whose acts she retained no con- 
trol. The fact that the record shows 
that they have paid it to her or used 
it for her benefit we do not consider 
of importance.” 


USee Sec. 25.2511-1 & 2. 
12308 U.S. 39 (1939). 





Thus, the Court expressly rejected the 
attempt of the taxpayer to go into ex- 
trinsic facts. 


Herzog 


In Herzog, the trustees were to pay the 
trust income to the grantor and his wife 
so long as they were living together at 
such times and in such proportions as 
the trustee deemed proper. Since the 
creation of the trust the trustee had paid 
all of the income to the grantor, who had 
substantial other assets yielding a sizable 
income. The Board of Tax Appeals, re- 
lying upon Rheinsirom, held that the 
trust involved a completed gift of the 
entire trust corpus. The Second Circuit, 
affirming the decision, rejected the con- 
tention that the grantor retained an 
equitable life interest, stating: “the 
grantor retained no right to receive in- 
come but only a chance to receive it by 
reason of the exercise of a power in his 
favor by the individual trustee.” 


In support of his contention the 
grantor argued that his creditors might 
reach the income through an equity suit. 
The Court found the law of the trust 
situs (New York) to be otherwise, or at 
most doubtful. It also indicated in the 
opinion that the trust principal was not 
includible in the grantor’s gross estate 
for estate tax purposes under a predeces- 
sor of section 2036(a) (1). 


Hazelton 


In Hazelton the trust instrument pro- 
vided that “the Trustee shall pay to [the 
grantor], from time to time, such part 
of the annual net income or accumulated 
net income as the Advisory Committee 
may, in its uncontrolled discretion and 
at any time or times, deem necessary for 
his suitable comfort and support and 
conducive to his general welfare.” The 
Advisory Committee consisted of three 
individuals, none of whom had a bene- 
ficial interest in the trust property. No 
income was paid to the grantor during 
his life. The Board of Tax Appeals held 
that a gift tax was due on the entire 
trust property, and cited Herzog and 
Rheinstrom as controlling. As in Rhein- 
strom, no consideration was given to the 
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ability of the grantor’s creditors to reach 
the income interest. The opinion indi- 
cates that the trust principal would not 
be includible in the grantor’s gross 
estate. 


Gramm 


Gramm involved a more complicated 
factual situation. The grantor created 
a trust of all of her property, having a 
value of approximately $83,000. The 
grantor was to receive the net income for 
life and the corporate trustee was given 


value of the transferred property less 
the value of the donor’s retained sup- 
port rights.” 


This holding appears proper where the 
discretionary power is limited by an 
ascertainable standard but is of no help 
where there is no such standard. 


Paolozzi 


Paolozzi involved a trust instrument 
directing the trustees to pay to the 
grantor “so much of the net income as 
they shall in their absolute discretion de- 


that the trustees had assured the grantor 
that they would give her the income of 
the trust if she wanted it unless they had 
reason to believe that she was acting 
under compulsion and that the trust 
was created to avoid possible confisca- 
tion of her property by the Italian gov- 
ernment upon her marriage to an Italian 
citizen, the Tax Court held that no gift 
tax was incurred on the income interest 
because the grantor’s creditors, both 
prior and subsequent, could under ap- 
plicable law (Massachusetts) reach all 











si the power “To expend out of the princi- cide as best for her interest, quarterly or of the income of the trust. Herzog was 
pal * * * such sums as Trustees may  oftener in the discretion of the Trustees distinguished by saying ‘‘However, 
consider to be proper for the comfort, for and during her life.” After finding Herzog * * *, aside from being other- 
education, maintenance or support of” 
he the grantor. The Tax Court held no gift 
fe tax was due with respect to the re- 
at mainder interest and stated: 
nal “The power granted to the cor- 
: porate trustee to invade the principal 
id for the benefit of the income benefi- 
ad ciary was not a completely unfet- 
ale tered power. Certain standards exist 
nas under state law; and, where there 
« is abuse of discretion, such abuse can 
be corrected by a court for the bene- 
he fit of the beneficiary.” 
™ Herzog was distinguished because there 
et the grantor would only receive income 
ee in the “uncontrolled discretion of the 
tt trustee.” The parties agreed that the 
= trust principal was includible in the 
es grantor’s estate for Federal estate tax 
purposes since the grantor retained a 
™ life interest in the trust property. 
a The Commissioner originally acqui- 
a esced in Gramm but thereafter substi- 
wi tuted non-acquiescence. A Revenue Rul- 
ae ing!® discussed the general problem of 
ie Gramm in relation to a situation where 
aa a grantor conveys all of his income-pro- 
we ducing property to a trust and directs the 
ns trustee to pay such portion of the income 
oe and principal as the trustee in its sole 
discretion shall deem necessary for the 
support of the grantor during his life. 
The Service took the position that the 
— Tax Court’s decision in Gramm should 
the be viewed “in the light of the unusual 
part and particular facts” of the case, namely 
ited the smali amount of principal and the 
a le small annual meres ar yanete Caurtnanth a0 Sete Featuring Governors of California 
substantial invasion of the principal very 
for probable and limited its acquiescence Seige 0. Prk 
and “to the law as applied to the facts found a 
The | by the Tax Court.’!4 The Ruling eet Businessman, banker, U.S. Senator...CALIFORNIA’S FOURTEENTH GOVERNOR, 1880-1883 
on to state: > se syrcscssiese e ee . 7 
é e ennepun Ort, aine, to 1rornia. ere he Duilt 
No = ‘ia YP oleae a a sonisidiahaataen in politics, shipping, banking and Macht ch 
ring i, sete rt i idee ee —- As Governor, he placed emphasis on public ECURITY-FIRST 
— be ascertained and valued as an an- his curd term in the U.S. Senate in 1903 just tani. Sera caged: 
‘ ; am 3 — just 
tire nuii'y. The value of the gift is the before Security Bank set up its Trust Department. Southern California's own 
and ——— Today, its services have been used by three generations 
vein- | ‘a Rul. 54-538, 1954-2, C.B. 316. of Southern Californians. 
Z ercler Weele, supra, note 9, casts considerable 
. the j doubt on the Service's interpretation of Gramm. 
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wise distinguishable, is interpretative of 
New York law and is, therefore, not con- 
trolling here.” 


Vander Weele 


In Vander Weele the trust instrument 
provided that the entire net income 
should be paid to the grantor until the 
trustees received property from a trust 
in the event the grantor survived her 
mother. After receipt of such property 
the trustees are to pay to the grantor 
only “such reasonable and substantial 
portion of the entire net annual income 
* * * as to the Trustees in their sole 
judgment and discretion shall seem de- 
sirable and ample for the comfortable 
well-being and enjoyment.” If the in- 
come should be insufficient for the 
grantor’s comfortable well-being and en- 
joyment then the trustees may distribute 
“such part or all of the principal of the 
entire trust estate * * * as to said 
Trustees in their sole judgment and dis- 
cretion shall seem advisable, without 
regard to * * *” the remaindermen. 
The property conveyed to the trustees 
by the grantor consisted of securities 
valued at approximately $28,000 and the 
contingent remainder valued at approxi- 
mately $565,000. 

The Tax Court made findings of fact 
that (1) the Vander Weeles had been 
living beyond their means, were inex- 
perienced in making investments and 
consulted attorneys concerning the crea- 
tion of a trust to insure the grantor’s 
“financial protection and security”; (2) 
the grantor expressed no desire to pro- 
vide benefits for her children and hus- 
band unless a portion of the trust fund 


remained at her death and spoke to the 
trustees only of the assurance she would 
receive sufficient income to take care 
of her own needs; and (3) at the time of 
the creation of the trust the grantor was 
assured by the trustees that they would 
construe the terms of the trust instru- 
ment liberally for her benefit. 


The Tax Court held that no gift tax 
was due with regard to either the income 
or the remainder interest. Under ap- 
plicable law (Michigan) the grantor’s 
creditors, both prior and subsequent, 
could reach all of the income of the 
trust. The Sixth Circuit affirmed but 
placed its main emphasis upon the 
special facts of the case, indicating that 
the trustee did not have complete dis- 
cretion in making distributions to the 
grantor, rather than—as the Tax Court 
did—upon the holdings of Paolozzi and 
Gramm. The Court stated: 


*** The trust conveyance in effect 
created no completed taxable gift to 
the remaindermen — the husband and 
children of the trustor. There was no 
assurance that anything of value 
would pass to the remaindermen. The 
settlor could in actuality retain the 
economic benefit and enjoyment of 
the entire trust income and corpus of 
the trust estate by borrowing money 
or by selling, assigning, or transfer- 
ring her interest in the trust fund 
and relegating her creditors to the 
trust fund for payment.” 


The Circuit Court cited Sanford, say- 
ing that the gift tax statute is not aimed 
at transfers which are not “beyond re- 
call” by the grantor (as in the Vander 
Weele trust) and indicated that the trust 
principal as it exists at the time of the 
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grantor’s death will be includible in he: 
gross estate for estate tax purposes. The 
opinion states that Herzog and UAl are 
“clearly distinguishable upon salient 
facts,” apparently because creditors of 
the grantor could not reach trust income 
under applicable law in those cases. 


The Estate Tax Cases 


The two estate tax cases have arisen 
under the predecessor of section 2036(a) 
(1) of the 1954 Code which requires 
that there be included in the gross estate 
the value of all property over which the 
decedent has retained for his life “the 
possession or enjoyment of, or the right 
to the income from, the property.” In 
some cases (e.g. Gramm) the estate tax 
consequences of a trustee’s discretionary 
power to distribute trust principal to the 
grantor are unimportant because the 
grantor has retained the income from 
the trust for life and, therefore, the trust 
principal clearly is includible in the 
grantor’s gross estate under section 
2036(a) (1). However, the problem be- 
comes more difficult when the grantor 
retains only the possibility of receiving 
income and/or principal through the 
trustee’s of a discretionary 
power not limited by an ascertainable 
standard since the wording of section 
2036(a)(1) does not expressly cover 
such a situation. 


exercise 


Boardman involved this exact prob- 
lem. The trust instrument provided that 
the grantor was to receive such distribu- 
tions from income and principal “dur- 
ing her life, as the Trustees deem neces- 
sary for her comfort, support and/or 
happiness.” The Tax Court noted that 
the trustees’ discretionary power was not 
limited by an ascertainable standard and 
held that the entire trust principal was 
includible in the grantor’s gross estate. 
The Court stated: 


“The trustees had to account to her 
[the grantor] and could not resist her 
demand for the income, as necessary 
to her happiness, under the provisions 
of the trust even though it was not 
all necessary for her comfort and 
support.” 


“Uhl involved the same problem. The 
grantor was to receive $100 a month for 
life and “The Trustee may in his dis- 
cretion * * * pay a greater sum than 
$100 a month if it shall deem advisable.” 
The Tax Court held that the entire trust 
principal rather than just the principal 
necessary to produce $100 per month 
was includible in the grantor’s gross es- 
tate because it believed that under the 
applicable law (Indiana) the grantor s 
creditors could reach all of the income 
of the trust and therefore the grantor 
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had retained the “right” to receive all 
of the income of the trust under section 
9036(a)(1). The Seventh Circuit re- 
versed the Tax Court with respect to that 
part of the trust principal not needed 
to produce $100 a month, declaring: 


“It seems obvious that, under this 
section [now §2036(a)(1)], by the 
retention of $100.00 a month the set- 
tlor reserved a right to the income 
from the property to that extent, and 
that, so far as retention of other in- 
terest by him was concerned, the bal- 
ance of the trust estate was removed 
from his dominion or control, so that, 
in the absence of any other factors 
affecting the result, the only part of 
the trust estate which should have 
been included in his gross estate at 
the time of his death was that part 
which represented the income to the 
receipt of which he retained the 
right.” [Italics supplied.] 


The Court then cited Herzog, Rhein- 
strom and Hazelton as controlling since 
the grantor had no “right” to any in- 
come in excess of $100 per month. It 
noted that the Tax Court did not hold to 
the contrary because it based its de- 
cision upon another “factor,” namely, 
the right of the grantor’s creditors under 
applicable law to reach the entire trust 
principal and stated that the Tax Court 
incorrectly interpreted Indiana law in 
that respect. No mention was made as to 
whether or not a gift tax was paid with 
respect to the surplus income and re- 
mainder interests at the time of the 
creation of the trust. 


Reconciliation of Cases 


The previously cited publication,’ ex- 
pressing the belief that a conflict of prin- 
ciples exists in Uhl and Vander Weele, 
states: 


“In Uhl the lodging of discretion 
in the trustee did not prevent the 
gift from being complete during life. 
In Vander Weele the lodging of dis- 
cretion in the trustees was construed 
as preventing the gift from being 
complete during life. The fact that in 
one the discretion related to income 
alone, and in the other to both in- 
come and corpus, does not seem to 
afford a basis for reconciling the 
cases, As pointed out by the Sixth 
Circuit, there are factual differences, 
but the apparent conflict of principles 
may justify certiorari if the Govern- 
ment sees fit to ask it.” 


It is submitted that there is, in reality, 
no conflict of principles. The factual 
differences justify the difference in re- 
sult ut the basic principle which is ap- 
plied in each case appears to be the 
same. namely, that a gift in trust is com- 
plete with respect to the particular in- 


_ — 


See supra, note 10. 
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terest involved if the trustee has com- 
plete discretion in making any distribu- 
tions to the grantor and under applicable 
law the grantor’s creditors cannot reach 
the interest. Vander Weele held that the 
trustee did not have such discretion and 
that the grantor’s creditors could reach 
the trust property subject to the discre- 
tionary powers while Uhl held to the con- 
trary on both points. 


38. If the trustee’s discretionary 
power is not limited by an ascertain- 
able standard but “certain standards 
exist under state law” whereby in a 
court proceeding the grantor may 
compel the trustee to distribute trust 
property to him, then the transfer in 
trust is incomplete for gift tax pur- 
poses as to the interest subject to 
the discretionary power. 

4. If the trustee’s discretionary 
power is not limited by an ascertain- 


The discussed cases support or tend to 


support the following conclusions: 


1. In a gift or estate tax case 
involving the type of transfer dis- 
cussed in this article the courts will 
coordinate the two taxes by develop- 
ing the same “’transfer” concept for 
both taxes, thus preventing their 
overlapping, since the specific lan- 
guage of the two statutes does not 
require a different result. 


2. If (i) the trustee’s discretion- 
ary power to distribute trust proper- 
ty to the grantor is not limited by an 
ascertainable standard; (ii) the trust 
instrument does not specify for what 
purposes any distributions are to be 
made to the grantor; and (iii) the 
trustee has complete discretion in 
making such distributions to the 
grantor, considering both the lan- 
guage of the trust instrument and any 
relevant extrinsic facts; the transfer 
in trust is complete for gift tax pur- 
poses. Rheinstrom and Hazelton sup- 
port this conclusion without discus- 
sing whether or not under applicable 
law the grantor’s creditors could com- 
pel the trust property subject to the 
discretionary power to be applied to 
their claims, but Herzog and Vander 
Weele indicate that the transfer is 
complete for gift tax purposes only 
if creditors of the grantor may not 
compel such an application. 


able standard and the trustee has 
complete discretion in making distri- 
butions to the grantor the transfer in 
trust is nevertheless incomplete for 
gift tax purposes if under the ap- 
plicable law creditors of the grantor 
can reach the property subject to the 
discretionary power. 


These conclusions indicate that not 
only Uhl and Vander Weele but all of 
the other discussed cases are consistent 
with each other. The absence of a dis- 
cussion in Rheinstrom and Hazelton of 
creditors’ rights should not be taken as 
an indication that such rights are not 
relevant. In those two cases, the effect of 
creditors’ rights appears not to have 
been considered. If such rights had been 
considered it is submitted that the re- 
sults of the cases would have been con- 
sistent with the aforementioned recon- 
ciliation of all the discussed cases. 


A Related Case 


With the exception of Gramm and 
Vander Weele, all of the discussed cases 
involved situations in which the trustee’s 
discretionary power to distribute trust 
property to the grantor related only to 
trust income. A more difficult problem 
is presented when the power relates only 
to trust principal and the grantor does 








First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


Missouri. 


We suggest consideration of our Company for ancilliary service in 
Missouri or where recommendations are to be made to people moving 


from other states to Missouri. 
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not retain any interest in the trust in- 
come. In Gramm the estate tax conse- 
quences of the creation of the trust are 
clear since the grantor retained the trust 
income for life. In Vander Weele it 
seems apparent that the trust corpus will 
be includible in the grantor’s gross estate 
for estate tax purposes since she had a 
“right” to the income. Thus these two 
cases are not of any real aid. 

In determining the estate tax conse- 
quences of the creation of such a trust, 
it should make no difference that the 
discretionary power relates only to prin- 
cipal and not to income. In either case 
the grantor retains the possibility of 
receiving trust assets and their receipt 
will necessarily affect the interests of 
other trust beneficiaries, whether they 
are income or principal beneficiaries. 
Therefore, in situations in which the 
grantor’s creditors can reach the trust 
principal it would appear that the trust 
could be includible in the grantor’s gross 
estate under section 2038 since the 
grantor, in effect, has a power to alter, 
amend or even terminate the trust!® or 
under section 2036 (a)(1) because he 
has, in effect, retained the “enjoyment” 
of the trust principal.’? 

With respect to the gift tax, both 
Gramm and Vander Weele indicate that 
where the trustee’s discretionary power 
relates only to trust principal the same 
principles will be applied as have been 
applied when the power relates to in- 
come. 


Estate Planner’s Difficulty 


The cases make it clear that only if 
(1) the trustee has complete discretion 
in making distributions of trust property 
to the grantor and (2) under applicable 
law the grantor’s creditors cannot reach 
the trust property subject to the discre- 
tionary power, will the creation of the 
trust be a completed “transfer” of the 
interest subject to the discretionary 
power for gift and estate tax purposes. 
Thus a gift tax will be incurred but not 
an estate tax unless the grantor retains 
the right to receive the income of the 
trust under the trust instrument, in 
which case both taxes would be incurred. 

It is submitted that this test is of little 
aid from an estate planning standpoint 
for two reasons. 


First, it is difficult to determine in an 
individual case whether the trustee has 
“complete discretion” in making dis- 
tributions of trust property to the 

18Cf. Comm. v. Hager’s Estate, 173 F. 2d 613 


(3rd Cir. 1949); State Street Trust Co. et al. v. 
U. S., 160 F. Supp. 877 (D.C. Mass. 1958). 


See Lowndes & Kramer, Federal Estates and 
Gift Taxes 116, fn. 28, indicating that Sec. 2037 
would not apply. 
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grantor,'® especially if Vander Weele is 
correct in indicating that extrinsic facts, 
as well as the wording of the trust instru- 
ment when interpreted under the ap- 
plicable law, are to be considered in de- 
termining whether the trustee really 
possesses complete discretion. Obviously, 
any test which requires an examination 
into extrinsic facts is objectionable from 
a planning standpoint since the planner 
will never be certain how a court will 
interpret those facts. 

It is clear that a trustee’s discretion, 
regardless of the wording of the trust 
instrument, is never “complete” or “ab- 
solute” and that a Court may always pre- 
vent an abuse of discretion.!® The deci- 
sions indicate that in an individual case 
this possibility alone will not prevent 
the trustee from possessing the requisite 
“complete discretion” required for a 
completed gift, and that such discretion 
will exist where the trust instrument does 
not specify the purposes for which dis- 
tributions may be made to the grantor 
and possibly where the trust instrument 
does specify the purposes but gives the 
trustee “uncontrolled discretion” in mak- 
ing the distributions; if the purposes are 
specified and the trustee is not given 
“uncontrolled discretion” in making dis- 
tributions to the grantor it appears that 
the trustee does not possess complete 
discretion. 

Where the trust instrument does speci- 
fy the purposes for which the trustee 
may distribute trust property to the 
grantor but gives the trustee “uncon- 
trolled discretion” in making the dis- 
tributions there are competing consid- 
erations in determining the extent of the 
trustee’s discretion. Logically, the speci- 
fication of purposes imposes a restriction 
on the trustee’s power which would not 
be present if there were no such specifi- 
cation and, consequently, it may be 
argued that the possibility of a distribu- 
tion to the grantor is lessened. Therefore, 
such a specification should not prevent a 
completed gift of the interest subject to 
the discretionary power. On the other 
hand, the specification would certainly 
make it more likely that a Court would 
interfere in a trustee’s exercise of the 
discretionary power.”° In at least some 
cases a specification of the purposes for 
which distributions may be made to the 
grantor by the trustee may result in a 
Court holding that the trustee did not 
possess complete discretion in making 
the distributions. 

18For a discussion of this general problem in a 


slightly different context see Lowndes & Kramer, 
Federal Estate and Gift Taxes, 197-99. 


19E.g., Stix v. Comm., 152 F. 2d 562 (2nd Cir. 
1945). 


20See II Scott on Trusts 1375 (2nd ed.). 





Second, in most states the law is noi 
settled with respect to the rights of credi. 
tors of a grantor to reach property of 
a trust where the grantor retains only a 
possibility of receiving trust property 
through the exercise of a discretionary 
power by the trustee.21 Thus in many 
cases the tax consequences of the type of 
transfer discussed in this article will de- 
pend upon what a court at a later time 
determines the law of a particular state 
to be in an area in which the few Courts 
which have passed upon the question 
have been unable to agree. 


Although the cases appear to furnish 
a consistent test for determining the 
gift and estate tax consequences of the 
type of transfer in trust discussed in 
this article, it should be recognized that 
when a grantor reserves a possibility of 
receiving trust property through the 
trustee’s exercise of a discretionary 
power it may be difficult to advise him 
with certainty as to the tax consequences 
of the creation of the trust. Fortunately, 
the courts appear to be developing the 
same “transfer” concept for both gift 
and estate tax purposes in this area and 
therefore the uncertainty is not com- 
pounded by the possibility of a double 
tax on the transfer. 


*21Cf. Section 156(2) of the Restatement of the 
Law of Trusts which provides, ‘““‘Where a person 
creates for his own benefit a trust for support or 
a discretionary trust, his transferee or creditors 
can reach the maximum amount which the trustee 
under the terms of the trust could pay to him or 
apply for his benefit.” 
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A.B.A. Publishes College 
Recruitment Guide 


The Committee on Executive Develop- 
ment of the American Bankers Associa- 
tion has available a new 56-page booklet 
entitled “Employing College Students.” 
It contains information especially valu- 
able to smaller banks interested in 
campus recruitment and off-campus con- 
tacts with college-trained people for em- 
ployment as potential replacements for 
managerial positions. The committee 
drew upon the experience of larger banks 
in all sections of the country. 

Section I points out that: “at least 
5,000 business and industrial concerns 
in the United States are seeking college 
and university students for technical, 
sales, and managerial positions.” Section 
II discusses the attitudes of college stu- 
dents toward banking. Section III con- 
tains suggestions for developing a pro- 
gram of college recruiting: preliminary 
planning, how contacts should be made, 
scheduling of campus interviews, and 
other operational details. 
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FIRST 


We're Changing 
Our Name 


Now City Bank Farmers Trust Company 
has a new name — First National City 
Trust Company. This Trust Company, 
the oldest and largest organization of its 
kind in the country, has been affiliated 
with The First National City Bank of 
New York for many years. 

Our new name, First National City 
Trust Company will, we feel, reflect more 
accurately the close association of the 
Trust Company with its world-renowned 
banking affiliate, The First National City 
Bank of New York. 

Needless to say, the same quality 
and range of trust and investment services 
will continue to be provided. 

For those individuals, organizations, 
and corporations seeking experienced 
management of funds, First National 
City Trust becomes the name to call. 


NATIONAL CITY TRUST 


COMPANY 


(Formerly City Bank Farmers Trust Company ) 


HEAD OFFICE: 22 William Street 


MIDTOWN OFFICE: 640 Fifth Ave. at 51st St. 


Affiliate of 


The FIRST NATIONAL CITY BANK of New York 


Members Federal Deposit Insurance Corporation 


327 





PROFESSIONAL INVESTORS DIGEST§ 


Sidelights . . 





JET REVOLUTION 
(Continued from page 310) 


lation growth and need for business 
mobility. Spreading branch operations 
of industry and trade require more and 
speedy trans-continental, or long inter- 
mediate, flying. Trade economists fore- 
see a doubling of air-mile travel by 1966 
over 1956, which seems conservative in 
view of the fact that the preceding ten 
years showed twice that growth rate. 
The new equipment and all-weather con- 
trols should attract young and old alike, 
especially as railroads continue to give 
inadequate passenger service and the 
differential between even super-highway 
auto travel and air travel increases. In 
fact air-passenger-miles have grown con- 
siderably more than have auto-passen- 
ger-miles in recent years. 

It is also noteworthy that, carrying 
more load per plane and requiring less 
air time, jets can cut down traffic con- 
gestion. The turbo-jet engine increases 
average speed from 350 to nearly 600 
mph, a greater gain than all gradual 
advances of the past two decades. Pan- 
American’s first New York-Paris flight 
with the Boeing 707 (Nov. 4, 1958) 
took only seven air hours and it was 
pointed out that a jet transport costing 
$6 million can carry as many passengers 
in a year as the liner “United States” 
which cost $70 million, though the rate 
of obsolescence and maintenance costs 
differ greatly. 

Airport accessibility and _ efficient 
facilities are being recognized by many 
municipalities to have high commercial 
value. Long strides in improving access 
highway facilities have been or will be 
made with resultant saving in time be- 
tween city centers and airfields built 





. Trade Winds... 


. Memos... 


to accommodate jet planes. Aviation of- 
ficials and travelers will watch with 
special interest the New Orleans pro- 
jected monorail system from downtown 
to airport, and developments in vertical- 
horizontal aircraft for interurban or 
downtown connection. But better thru- 
ways, abetted by airport motels, will 
add needed convenience to air travel, 
especially as all-weather flights become 
routine with new control and safety de- 
vices. Regular passenger flow resulting 
from assured schedules and reduction in 
“no shows” due to weather conditions 
will also benefit the airlines in substan- 
tial degree. 


American — Leading Domestic 
Line 

With more than five billion passenger 
miles in both 1957 and 1958 — the 
first to reach such a mark — and nearly 
100 million ton-miles of air freight in 
1958, American Airlines set a world 
record in the former classification and 
a domestic record in the latter. 1958 
revenues from these sources were rough- 
ly $281 and $21 millions, respectively. 
Traffic routes are between 61 key cities 
in the United States (plus Toronto and 
Windsor, Ont., and Mexico City) with 
high traffic. With present and on-order 
equipment, AA _ will have system 
capacity of nearly 13 billion seat-miles 
annually by the end of 1962 or about 
one-fifth of estimated total domestic 
seat-miles. 

The potential for service improve- 
ment by conversion to pure jets is indi- 
cated, as Mr. Hogan pointed out, by the 
reduction of non-stop flight time be- 
tween New York and Los Angeles to 
five and a half hours (four and a half 
east-bound with tailwinds) and without 


Pratt & Whitney Aircraft J-75 engine. 


.. Portfolio Studies . 


.. Funds Index ... Reports 


vibration or noise and in whatever fly- 
ing level provides smooth air. Thes 
turbine-powered flights (capacity 106 
passengers and 12,000 pounds cargo) 
have operated at better than 95% 
capacity during the past two months. 

In answer to a question on the ap- 
proximate timetable for supersonic pas- 
senger craft, Mr. Hogan observed that 
airframe builders estimate deliveries by 
1970, but these planes are believed to 
be uneconomic below 50,000 feet and 
thus probably adaptable only on long- 
haul and transcontinental routes. Hence. 
they pose no threat for many years to 
obsoleting any major part of the new 
jet fleet. Moreover, the jet fleet will be 
largely depreciated by 1970. One must. 
however, face up to the superior per- 
formance of the new by-pass type en- 
gine, Mr. Hogan believes. General Elec- 
tric has produced such an _ engine 
prototype and Rolls-Royce has a small 
fantype by-pass operational, while Pratt 
& Whitney’s larger D-1 will be ready by 
1960. 

According to Mr. Hogan, passenger 
business is still the main growth poten- 
tial, but specialty cargo business is 
contributing more and more to gross. 
Automobile parts, for example, can be 
flown overnight to dealers in all parts 
of the country. This is the largest single 
type of cargo business, having grown 
25 fold in the last five years, followed 
by ‘fragile’ goods such as flowers (east- 
bound) and fashions (westbound). He 
sees a good future in the freight divi- 
sion, particularly in parts or _ tools 
where overnight shipment saves a pro- 
cessing or repair day, where breakage. 
pilferage or loss or insurance premiums 
are of important concern. It was also 
brought out that American’s conversion 
of 10 DC-7s to cargo use would result 
in increasing capacity substantially and 
lowering operating costs about 25%. 
making air frieght more nearly com- 
petitive with truck and rail shipments 
on long hauls. 

Mr. Hogan stated that the jet will 
be the basis craft by 1961 for some 
medium-haul as well as all long run 
operations. Cruising at a height of six 
to eight miles for best efficiency they will 
use about five times as much fuel per 
hour as large piston engines, but the 
lower per-gallon cost of jet fuel and the 
halving of flight time will compensate, 
as will the economics of higher payload. 
Obviously, such flying heights make it 
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impractical to use jets, as we know them 
joday, for short hops and here the 
turbo-prop will supplant the piston-type. 


Depreciation and Profits 


In the fast-moving air transport field, 
the depreciation account is especially 
significant in relation to reported earn- 
ings because of the rapid obsolescence 
factor. The company’s conservative ac- 
counting policy has favored fast write- 
down of flight equipment, in some cases 
in as little as four years down to a 
residual value of 10%. In early 1958, 
CAB decreed a uniform seven year basis 
down to a 15% residual but this ruling 
was appealed and legally upset later in 
the year. Consequently, 1958 operating 
results were reported on the company’s 
usual policy of depreciating its DC 7’s 
on a common 1961 retirement basis. 
Although this naturally pares reported 
earnings per share, it reduces the risk 
of loss on future disposal of piston 
equipment. 

The realistic depreciation practices 
of American’s management have nor- 
mally resulted in realization of profits 
from disposal of fixed assets and Mr. 
Hogan mentioned that this figure would 
be substantial in 1959. The new jet 
equipment will probably be placed on a 
ten year basis as absence of vibration 
and the lower obsolescence factor would 
seem to warrant this longer term. 

The imminence of wholesale change- 
over to jet aircraft has naturally dropped 
prices for piston-powered planes but 
American, as the first domestic line 
actually to get into operation on jets, 
was in a favorable position to make 
commitments for disposal of its old 
planes. While Mr. Hogan did not mini- 
mize the problems yet to be solved in 
this line as new jets and turboprops 
are delivered, he pointed out that sales 
have already been made abroad, espe- 
cially to South America, as well as to 
dealers for conversion to executive use 
or for cargo. Already noted is the plan- 
ned conversion of ten DC7s to build 
up American’s own cargo operations, 
thereby cementing its already dominant 
position in this sector. 

Another outlet may be found in sale 
to new or already-established regional 
or feeder lines, subject to size of air- 
por! runways. Some communities eager 
to enlarge their air facilities will no 
doubt do so but this may be time- 
consuming. However, although the price 
structure of the used plane market has 
been definitely lowered, the changeover 
will be another forward step in the 
broadening of aviation service and its 
pubiic acceptance. 
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Large Business on Modest 
Capitalization 


The management of American Air- 
lines has, in common with other airlines, 
made its dollars work overtime and has 
done no public financing since offering 
sinking fund debentures and convertible 
preferred stock in 1946. Of these issues, 
approximately $28 million debentures 
and about 125,000 shares of preferred 
stock remain, followed by about 8,000,- 
000 shares of common. When the de- 
cision to convert to jets was made, it 
was ovious that large amounts would 
be required and two insurance company 
placements at 4% and 414% were ar- 


ranged in the total amount of $135 mil- 
lion, to be repaid over a 30 year term 
commencing in 1967. This is advan- 
tageous because it provides plenty of 
leeway for the hoped-for improvement 
in jet-age operating results to be real- 
ized. 

Mr. Hogan stated that at year end 
$85 million of this loan remained to 
be taken down. After deducting equip- 
ment paid for, about $200 million will 
be needed to complete the present con- 
version program by the end of 1962. 
This amount is expected to be realized 
through cash, retained profits, depre- 
ciation and sale of piston equipment. 

Evidence of management astuteness 
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BUSY 
TRUST 
OFFICERS 


are invited to 
send for a copy of 


“PLANNED 
INVESTMENT 

FOR BANK TRUST 
DEPARTMENTS” 


The complex task of administering trust 
funds is one that takes an increasing 
amount of your time and effort. As a 
bank trust officer you are well aware 
of this, and you know that one of the 
most important of your problems is the 
management of the securities portfolio 
itself. 


Knowledgeable as you may be about 
investments, haven’t you often felt it 
would be very helpful to have a group 
of competent outside advisors regularly 
available? Haven’t you wished that the 
investments of each of your trusts could 
have the advantages of professional ad- 
visors who would be available to you 
at all times? 


The specialists in the Planned Invest- 
ment Department at Smith, Barney & 
Co. are ready to give you this kind of 
help. 


The plan under which we would work 
with and for you would be specially 
set up to meet the needs of your bank 
and the individual trusts. 


If you would like to know more 
about our investment services and how 
they can help you and your clients, send 
for a copy of our brochure, ‘‘Planned In- 
vestment for Bank Trust Departments.” 


Smith, Barney & Co. 


Members New York Stock Exchange 
and other leading exchanges 


20 Broad Street, New York 5, N. Y. 
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in reducing capital outlay is found in 
the arrangement for lease from the 
manufacturers of the engines and pro- 
pellers for the Electras and for the 
engines for the Convair and smaller 
Boeing planes. This is believed to be the 
initial transaction of this type between 
a manufacturer and operator and is esti- 
mated to save American and investment 
of around $80 million. The GE and 
Pratt & Whitney engines will be amor- 
tized ‘on a seven year basis under the 
lease terms and the Allison turboprops 
in five years, with American having the 
option to purchase at any time at amor- 
tized value. The Allison installations 
will also be serviced by the maker, sav- 
ing inventory of spare engines and 
parts. 


American’s operating record and 
stature in the industry have enabled 
them to finance on favorable terms and 
Mr. Hogan noted that their foreseeable 
needs are now cared for; however, there 
are certain unknowns in the picture 
which dictate maintenance of a strong 
cash position. Queried specifically if 
this meant that equity financing might 





Outlook for 1959 


Exclusive of capital gains and on the 
basis of average number of common 
share outstanding during the year of 
7,920,831, earnings for 1958 reached 
$1.59 per share. 1958 earnings, includ- 
ing capital gains on disposal of equip- 
ment, were $1.97 per share, again based 
on average number of shares outstand- 
ing. Based on full conversion of out- 
standing preferred stock, earnings for 
1958 were $1.90 per share. (These 
figures reflect the reversion of the Com- 
pany to its earlier depreciation policy 
of a common 1961 retirement date for 
its “high value” DC-7 equipment. ) 

For the year 1958, the revenue dollar 
was consumed approximately as _fol- 
lows: wages, salaries and related costs, 
43.7% sales, advertising, rent, etc., 
17.5%; fuel and excise taxes, 15.3%; 
materials and outside repairs, 7.0%; 
obsolescence and depreciation, 7.2%. 
After 4.2% for federal income taxes, 
the stockholders received 2.7% in divi- 
dends, leaving 2.4% to be reinvested in 
the business. 

Mr. Hogan predicted 


that 1959 





Double loading of new Boeing 707 jet. 


be contemplated, Mr. Hogan indicated 
company preference for an issue of sub- 
ordinated debentures with a conversion 
feature at a relatively substantial price, 
at least under present conditions. Con- 
sequently, the company is in the for- 
tunate position of being free from un- 
due financial pressure but able to take 
advantage of favorable conditions in 
the money market. 


Good Employee Relations 


American resolved its pilot differences 
prior to inauguration of jet service by 
inclusion of a third pilot in the cockpit, 
in addition to the flight engineer. Mr. 
Hogan noted the necessity for ground 
check each 50 miles with radio con- 
trols; this, at 600 miles per hour, means 
a message every five minutes, hence the 
importance of leaving the other two 
pilots free to supervise actual flight. 

The first wage contract coming up for 
negotiation will be in July 1960. Rela- 
tions with its approximately 22,000 em- 
ployees in general are excellent. 


revenues would exceed $375 million and 
that profit margins could improve. On 
this basis, profits in 1959 should run 
substantially ahead of 1958. 

In 1950 a dividend of 25 cents was 
paid and each step since has been up- 
ward, 1956 being the first year to re- 
cord the current $1.00 annual dividend 
rate. It is company policy to maintain 
a stable pay-out and Mr. Hogan left no 
doubt of management’s confidence that 
the current rate will be continued. 

Furthermore, although it would be 
prematurely speculative to hope for the 
CAB to swing toward the upper limits 
of the industry’s hoped-for 15% return 
on its investment base, Mr. Hogan ap- 
peared to have reasonable expectation 
of some relief from this source. If the 
smaller operating units are to survive 
the move to jets, which still present un- 
knowns inoperating costs, higher fares 
will be necessary, to the benefit of the 
entire industry, and especially, it would 
seem, to the well-financed trunk lines, 
of which American is the foremost. 
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Ta stributing Stock 
«talk about Distribu ing Stock — 
of 
d Ff 
i # —about distributing large blocks of stock—and you away from hundreds of thousands of prospective 
D- j may hear the name Merrill Lynch. buyers . . 
: . Why? Because a steadily growing number of companies are 
; coming to us for effective distribution of sizable blocks 
“ Because this firm has an international network of + Pe ra 
on offices linked by more than 100,000 miles of private wire... 
se OG : ; Here are some representative distributions in which 
n- § Because we've staffed those offices with 1800 account participated during 1958, together with the number 
*y executives... of shares we sold and the number of buyers we reached 
- Because these account executives are just a phone call across the country. 
ir 
]- 
s, NAME OF COMMON STOCKS Wesel Buyers Where sola | NAME OF COMMON STOCKS Wesold Buyers Where Sold 
ACF-Wriciey Stores, Inc. 10,000 65 15 Monsanto CHEMICAL COMPANY 15,000 196 24 
Air Repuction Co., Inc. 7.000 179 19 NORTHERN INDIANA Pustic Service Co. 22,246 341 27 
ALUMINIUM LIMITED 60,398 476 30 *OKLAHOMA Natura Gas Co. 25,286 77 25 
Os ALUMINIUM LIMITED 20,360 167 20 Ouin Martuieson CHEMICAL Corp. 40,167 479 34 
S. *AMERADA PETROLEUM CORPORATION 12,378 189 14 Paciric LicHTING CoRPORATION 82,200 1,111 24 
i- *AMERADA PETROLEUM CORPORATION 10,200 142 26 Pepsi-CoLta GENERAL Bort ters, INc. 45,000 243 27 
AMERICAN CAN CoMPANY 33,000 793 32 Prizer (Cuas.) & Co., INc. 12,659 123 23 
n *AMERICAN ELEcTRONICS, INC. 60,205 384 27 PuiL_urrs PerroLEUM COMPANY 40,000 482 34 
AMERICAN & ForeIGN Power Co., Inc. 25,000 94 12 Pittsspury Mitts, Inc. F 7.505 100 20 
9 AmerIcAN Hertrace Lire Insurance Co. 170,999 1,141 32 PortLanp GENERAL Exectric Co. 15,000 125 19 
a AMERICAN NATIONALINSURANCECO.(Galveston) 71,294 613 35 *Procter & GAMBLE COMPANY 10,428 74 23 
: * ARCHER-DANIELS-MIpLAND Co. 30,700 319 29 Pusiic Service ELecrric & Gas Company 180,951 2,253 33 
ATcHISON, TopeKA & Santa Fe Ry. Company 50,357 434 31 Sear_e (G.D.) & Co. 15,599 317 29 
Q BenpIx AVIATION CORPORATION 9,910 127 25 *SHELL Or, Company 7,100 36 15 
Borc-WARNER CORPORATION 5,790 14 20 *SHeLL Or Company 7,700 22 7 
*BuRROUGHS CORPORATION 25,548 281 29 Socony Mosit Om Co., Inc. 32,608 340 27 
CentraL Soya Company, Inc. 9,591 112 16 STanparp Ort Co. oF CALIFORNIA 13,800 177 28 
CHAMPION SparK PLuG CoMPANny 45,500 993 35 Sranparp O1t Co. or New Jersey 10,000 109 30 
CoLtumsiA Gas System, INc. 206,357 2,222 35 Sranparp Ort Co. or New Jersey 78,000 1,104 35 
CONTINENTAL INSURANCE COMPANY 10,407 159 22 *SranparvD Ort Co. or New Jersey 35,285 618 26 
*CONTINENTAL Ort COMPANY 10,000 96 11 STanpArD O11 Co. or New Jersey 25,000 376 32 
7 Douctas ArrcraFt Co., Inc. 8,001 97 19 TENNESSEE Gas TRANSMISSION Co. 65,231 792 28 
FEDERATED DEPARTMENT Stores, INc. 4,000 48 17 Texas CoMPANY 13,000 185 28 
*FLoripA Power Corporation (Old) 15,000 246 18 *Texas COMPANY 11,800 100 13 
FLoripA Power & Licguot CompaANy 59,907 791 19 Texas Eastern TRANSMISSION Corp. 30.051 282 29 
d Foop Farr Stores, Inc. 15,000 229 23 Texas Eastern TRANSMISSION Corp. 12,001 130 21 
n GENERAL Motors CorPoRATION 50,000 577 3 Texas Gas TRANSMISSION CorP. 14,606 142 25 
n GENERAL Pusiic Utititres CorPporaTION 10,000 103 24 Texas Gas TRANSMISSION Corp. 8,679 101 20 
GENERAL TELEPHONE CORPORATION 17,688 690 33 Texas Utitities CoMPANY 7,870 150. 17 
*Goopricu (B.F.) Co. 10,000 122 15 TRANSAMERICA CORPORATION 8,500 84 26 
iS Gute Or, CorporaTION 10,131 185 25 TRANSCONTINENTAL GAs Pipe Line Corp. 17,003 198 30 
)- Gur States Utiiities Co. 88,254 1,079 37 Union Paciric RarLroap CoMPANY 77,448 759 35 
~_ IpAHO Power COMPANY 43,125 163 20 Unitrep GAs CorPORATION 50,000 571 34 
d InLInoIs CENTRAL R.R. Co. 12,022 116 28 U. S. Gypsum Company 5,505 58 22 
INGERSOLL-RAND COMPANY 21,546 286 26 Unirep States Pipe & Founpry Co. 12,080 81 9 
n ‘INTERNATIONAL Business MACHINES 5,000 459 32 Upyjoun Company 100,095 2,376 34 
oO ] JoHNS-MANVILLE CORPORATION 10,100 101 30 VANADIUM CORPORATION OF AMERICA 10,000 85 12 
it i LyKes Bros. STEAMSHIP Co. 25,020 296 26 WasHincton Water Power Co. 16,000 213 3 
MELVILLE SHOE CoRPORATION 54,906 472 31 *WeESTINGHOUSE ELECTRIC CORPORATION 45,056 524 33 
‘s Merck & Co., Inc. 13,734 190 24 *West Vircinta Putp & Paper Co. 6,000 54 16 
. i * Exchange distributions handled wholly within our own organization at spreads you might think were surprisingly low. 
" 'f you have a block of securities that you would like to sell, may we invite your inquiry? For a confidential discus- 
: ion of the problem, just phone or write WILLIAM H. CuLBErtSON, Vice President in charge of the Sales Division. 
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Merrill Lynch, Pierce, Fenner & Smith 


Underwriters and Distributors of Investment Securities 
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70 PINE STREET, NEW YORK 5, N. Y. ° OFFICES IN 112 CITIES 


us OD 





seem cee 





S Apert 1959 331 























Wuat Price EArNiInGcs? 


Many leading ‘blue chip’ growth 
stocks are now selling at 30 to 50 times 
earnings. Dow Chemical selling at 86 is 
38 times our estimate of $2.25 per share 
for the fiscal year May 31, 1959. Minne- 
sota Mining at 132 is selling at 51 times 
1958 earnings of $2.58 per share. Inter- 
national Business Machine at 526 is sell- 
ing at 49 times reported 1958 earnings 
of $10.65 per share. 


The stocks of some smaller companies 
in romantic businesses are selling at as 
high or even higher multiples of earn- 
ings. Ampex is expected to earn about 
$1.50 for the fiscal year ending April 30. 
The stock at about 80 is 53 times earn- 
ings. Texas Instruments selling at about 
85 is selling 46 times 1958 earnings of 
$1.84 per share. Polaroid at about 120 
is selling at 62 times 1958 earnings of 
$1.94 per share. Aerojet-General is sell- 
ing at 92, or 66 times earnings of $1.39. 
Thiokol at about 140 is selling at 68 
times earnings of $2.05 per share. 


Wall Street is full of cliches which ex- 
plain some of the psychology behind 
such price-earnings multiples. Such re- 
marks as “No one over 35 can under- 
stand this market,” or “The missile 
stocks are now in orbit and have escaped 
the pull of gravity” represent real evi- 
dence that we may be heading for serious 
trouble. Many observers believe that we 
are in the third or final stage of this bull 
market and that when this market does 
reverse its course the reaction may be 
much more substantial and prolonged 
than anything we have experienced in 
recent years, Others hope that the mar- 
ket can adjust its excesses in various 
segments of the list, such as missiles 
and electronic stocks, without a general 
collapse. 


The arguments of inflation, long term 
growth of the economy and accelerating 
scientific progress which have been the 
driving forces behind this great bull 
market are perhaps still valid. It is, how- 
ever, interesting to look back 12 years 
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and examine the psychology that then 
prevailed and compare the price-earn- 
ings ratios of that period. 

In a report on Dow Chemical in those 
days I concluded that Dow, then selling 
at 11 times earnings, was a good value 
for long term investment because in the 
past the stock had occasionally sold as 
high as 22 times earnings and perhaps 
halfway between 11 and 22, or 161% 
times earnings might be reasonable. Ac- 
tually, these arguments did not convince 
many people for Dow sold at around the 
11 or 12 times multiple for quite a long 
time thereafter. 


Let’s examine briefly Dow’s record to 
see if we can justify the present multiple 
of 38 times. Since 1927 sales have grown 
at about a 14% annual rate, common 
and surplus at about a 13144% annual 
rate and earnings at about a 12% annual 
rate. Most of this growth was from 
within although there have been a few 
acquisitions which contributed unim- 
portantly to this excellent record. Dow’s 
accounting of earnings is very conserva- 
tive. Depreciation as a percent of sales 
is considerably above average in the 
chemical industry and the company ex- 
penses, rather than capitalizes everything 
it can. 


The rapid rate of growth was financed 
primarily from retained earnings and 
depreciation. Nevertheless, the company 
has borrowed a good deal of money in 
recent years and has sold equity securi- 
ties and convertible securities from time 
to time. Accordingly, the growth in earn- 
ings redounding to the benefit of stock- 
holders has been somewhat less than 
12%. Furthermore, earnings have 
proven sensitive to business conditions 
and growth in earnings has been rather 
erratic. Earnings for the third quarter 
of fiscal 1958, for example, were only 
about half the comparable quarter of the 
previous year. 


Earnings are coming back very strong- 
ly now and we would anticipate the pos- 
sibility of $3.00 a share in the fiscal 
year May 1960 compared with our esti- 
mate of $2.25 a share for this year. 
Under these conditions the small $1.20 
annual cash dividend would probably 
be raised and the 2% stock dividend 
reinstated. Close students of Dow are 
now thinking in terms of earnings ris- 
ing to about a $3.75 a share rate in fiscal 
1961, assuming good business and a 
favorable national and _ international 
political climate. Thus, Dow common at 
86 is selling at 23 times the best earnings 
we can possibly forecast two years from 
now. 


Dow is not an unusual case. The same 





approach to International Business Ma- 
chines or Minnesota Mining or many 
other fine ‘blue chip’ growth stocks 
would reveal similar historic rates o! 
growth and similar favorable immediat: 
earnings prospects. While one migh‘ 
reach the conclusion that these stocks 
are selling at prices that are complete|, 
unrelated to current earnings, if every- 
thing goes extremely well over the next 
several years earnings might begin to 
catch up with current prices. However. 
considering the large uncertainties that 
exist in the economy, in international 
affairs and in domestic political condi- 
tions the chance that something will go 
wrong and that in many cases the hope 
for a sharp improvement in earnings 
will be disappointed seems rather large. 


The risks in stocks of some smaller 
companies may be even greater, for 
while their recent record in many cases 
has been outstanding, the lack of size 
and diversification could make some of 
these companies vulnerable to competi- 
tive inroads or special internal problems 
as well as the more general external 
problems that affect all businesses. Ac- 
cordingly, there is even a lesser likeli- 
hood of earnings improving in the next 
two or three years to a level that would 
support current prices than perhaps 
exists in the case of the larger com- 
panies. 


The only argument that can be ad- 
vanced to support the price-earnings 
ratios at which such stocks are selling is 
that this is a new era and past standards 
of valuation no longer apply. While those 
of us who remember pre-war problems 
and the immediate postwar levels of 
valuation are quite skeptical that such 
a new era will persist, there is a grow- 
ing body of new investors to whom these 
conditions may seem quite normal. Two 
years ago there was an expression in 
Wall Street which proved to be quite 
rewarding for those who followed it. 
That was, “Look over the valley to the 
hills beyond.” We are now climbing 
these hills and may be near the peaks. It 
might be equally wise to say now “Look 
over the mountains to the valleys be- 
yond.” 


In our opinion, the price-earnings 
ratios of a number of favorite growth 
stocks are reaching levels that do not 
allow for any margin of error in the 
optimistic predictions of future earnings 
now generally being made. The prudent 
investor should refrain from increasing 
this type of commitment and, where 
taxes and other conditions affecting the 
account make it possible, this type of 
holding should be reduced to reasonable 
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proportions. Just as the aluminum stocks 
which were the favorite growth group 
several years ago ran into problems, so 
some of the highly favored chemical, 
missile and electronic companies of this 
market era may run into problems in 
the future. 

In our opinion, 20 times earnings is a 
sensible multiple for a fine growth 
stock. Where growth has been consistent 
and extremely rapid, and, particularly 
where resistance to unfavorable cycli- 
cal conditions has been outstanding as 
well, a multiple of 30 times earnings may 
be justified for the very best companies. 
Such multiples have reasonable prece- 
dent. The only historic evidence to sup- 
port 40, 50 or 60 times earnings comes 
from the latter stages of markets that 
subsequently ran into severe reactions. 


JEREMY C. JENKS 
CYRUS J. LAWRENCE & SONS 


MisstILE Stock SELECTION — 
A Few Hetprut Hints 


Although the term “missile stock” may 
draw a few raised eyebrows among more 
conservative members of the financial 
community, many shares in this group 
have a profit potential well above aver- 
age (even at current highs) if care is 
used in selection. 

Finding a good value in a missile 
stock is considerably more difficult than 
in most other groups because of con- 
fusion over the highly technical nature 
of the industry. A recent directory lists 
76,000 company products and over 3,000 
companies in the missile and rocket field. 
In many cases, these products contribute 
little to a company’s profits or may be 
relatively unimportant in dollar volume. 

How is it possible to avoid poor in- 
vestment results on stocks selected from 
such a broad and technical area? The 
answer may lie in careful attention to 
two aspects: 


1. Classification of the subject com- 
pany’s production. 

2. Detailed knowledge about cer- 
tain of the company’s operations (a 
check list is provided later). 


Classification in the missile industry 
encompasses the following products: 


1, Ballistics and guided missiles: 
Atlas, Titan, Polaris are ballistic mis- 
siles. Guided missiles might include 
the Bomare, Nike, Hercules, etc. 


3 


2. Manned and unmanned rocket 
vehicles: Unmanned rockets currently 
would include satellite carriers such 
as the Vanguard Rocket. At present, 
U.S. has no manned rocket vehi- 
cles, 

9 


3. Space Vehicles: Satellites, space 
capsules, space platforms, lunar 
probes, ete. 
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Next come the actual product group- 
ings under the above general headings: 


1. Missile frame (the skin and 
structure of the missile — includes 
fins, if any — fuel tanks — motor 
casing, if solid propellant is used). 

2. ‘Warhead and nose cone — con- 
tains “payload” — warhead or in- 
struments if for research and shell 
or cone encasing these items. 

3. Propulsion systems and aux- 
iliary power units — includes power 
plants and associated equipment — 
tanks, pumps, blast chambers, noz- 
zles and fuel — auxiliary power units 
usually consist of hot gas turbines, 
driving hydraulic pumps and gener- 
ators or of batteries supplying power 
for guidance and control systems. 

4. Ground support equipment — 
electronic checkout gear, liquid oxy- 
gen generators, fuel trucks, fire 
trucks, portable generators, launching 
pads, block houses. 

5. Ground handling equipment — 
used to transport and place missiles 
in firing position — trucks, cranes, 
dollies. 

6. Guidance equipment to deter- 
mine where the missile is relative 
to where it should be to hit target, 
subsequently issues corrective instruc- 
tions to a missile control system. Also 
includes control systems that make 
missiles change direction of flight — 
fins, hydraulic, electrical and mechan- 
ical circuitries, actuators, etc. 

7. Checkout equipment — deter- 
mines prior to launching whether all 


portions of missile will or will not 
perform as intended — used to check 
warhead, guidance control and pro- 
pulsion systems. Also should include 
flight simulators. 

8. Tracking and telemetering equip- 
ment, optical or electrical equipment 
to follow a missile in flight and report 
on how it is functioning internally. 
Equipment includes telemetry, radio 
radar and optical devices. 


Classification of products is important 
since the potential for each is different. 
Possibilities for growth will be greatest 
relative to other products, at least for the 
next few years, in the propellant, propul- 
sion, electronic guidance and tracking 
and telemetering fields. A large part of 
the cost of every missile is accounted for 
by its propulsion and guidance systems. 

As to individual operating details, ex- 
perience in selecting missile stocks has 
suggested to the writer that answers to 
the following six questions are important 
in deciding “which stock”: 


1. Percentage of the company’s 
product mix in any one of the cate- 
gories listed (obviously, it would be 
desirable for those products to be in 
those areas which are growing most 
rapidly). 

2. Does the company have a good 
research staff and facilities as proven 
by a high per cent of contract 
awards? 

3. Does the company have a high 
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Neu York “Capi lal Bund 
of Canada, Ll. 


Capital assets over $28 million. 
Devoted to Canadian and Overseas investments. 
Redeemable at net asset value. 
Non-dividend paying, concentrating on growth. 


Reinvesting all income after expenses and 15% Canadian 


income tax on non-resident-owned investment companies. 


raged Over-the-counter oug our investmen roKer, 
Traded th ter through r tment brok 


Latest Report to Stockholders available 


Carl M. Loeb, Rhoades & Co. 


Members New York Stock Exchange and other 
Leading Stock and Commodity Exchanges 
42 WALL STREET NEW YORK 5, N. Y. 


Private Wire System to Branch Offices, Correspondents and 
their connections in 100 Cities throughout the U.S. and Canada. 
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priority rating for its projects and 
development work — is it working 
on those items liable to be involved 
in space travel — is it a prime con- 
tractor or major subcontractor? Does 
it make a high proportion of the vari- 
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CONSOLIDATED : 
NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 
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DIVIDEND No. 45 
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. HE BOARD OF DIRECTORS 
has this day declared a regular 
quarterly dividend of Fifty-Two 
and One-Half Cents (52'2¢) 
per share on the capital stock of 
the Company, payable May 15, 
1959 to stockholders of record 
at the close of business April 
15, 1959. 

JOHN MILLER, Secretary 


March 18, 1959 
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THE CINCINNATI GAS 
& ELECTRIC COMPANY 





Over 107 years of uninterrupted 
cash dividends on common stock 


The 
Board of Directors has 
declared a dividend of 37% cents 
per share payable May 15, 1959, 
to shareholders of record 
April 15, 1959. 


MILES J. DOAN, SECRETARY 
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DIVIDEND NOTICE “. 
COMMON STOCK : 
DIVIDEND NO. 173 
The Board of Directors on 
March 18, 1959, declared 
a cash dividend for the 
first quarter of the year 
of 65 cents per share 
upon the Company's com- 
mon capital stock. This 
dividend will be paid by 
check on April 15, 1959, 
to common stockholders 
of record at the close of 
business on Mar. 27, 1959. 
K. C. CHRISTENSEN, 
Vice President and Treasurer 
San Francisco, Calif. 
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ous components involved in the total 
missile (eg., air frame and elec- 
tronic system or air frame and pro- 
pulsion system) ? 

4. Does the company have a high 
capital turnover ratio? 


5. What is the company’s opera- 
tional position — has it just entered 
into a long research and development 
contract or is it about to move from 
a research and development stage in- 
to a production phase? 


6. What is the nature of the back- 
log — does it contain projects which 
may not be profitable for four or five 
years or will much of it run through 
operating statements in the next two 
years? 


A company seeking success in the 
missile field should make as high a pro- 
portion of the components in the com- 
plete missile as possible. A company 
manufacturing the air frame and elec- 
tronic system or the air frame and pro- 
pulsion system of a missile is far more 
likely to obtain a prime production con- 
tract than a company fabricating air 
frames only. The tendency to award 
prime production contracts to companies 
with heavy experience in propulsion or 
electronics work has resulted in a trend 
toward air frame companies either 
setting up their own electronics or pro- 
pellant divisions or embarking on acqui- 
sition programs in these areas. 

The company’s contract position is 
important. If it has a contract for re- 
search and development, terms of cost 
plus fixed fee usually bring a return 
anywhere from 414‘ to 6% on sales. A 
contract for production will be on a 
fixed price basis and the contractor may 
make as much as 7‘ or 8%. If the 
company has a small capitalization, earn- 
ings per share may jump spectacularly 
as it moves from R & D to a production 
contract. The leverage factor can be 
checked, by using a capital turnover 
ratio, i.e., sales divided by total invested 
capital. For the average industrial, this 
ratio currently runs around 1.9 to 1. 
It is not unusual for companies in the 
missile business to have a ratio as high 
as 3 or 4 to 1. With this kind of leverage, 
even a small increase in profit margins 
brought about by moving from R & D 
to production can boost return on in- 
vested capital impressively. 

Lastly, it is important, of course, to 
know what percentage of the company’s 
total business is in missile work. This 
may be a problem because much of this 
work is classified but the writer has 
found that management will in many 
cases release percentage figures on gen- 
eral product classification. 

For near-term profits, at least 30% of 
the company’s production ought to be in 





missile work. For the longer term 10% 
to 15% of current production might be 
satisfactory providing products were of 
high growth potential. 

Finally, of course, there is the matter 
of price paid for growth and there isn’t 
any fixed answer to this; but with as 
glamorous and technical a field as 
missiles, the rule “price is no object” is 
likely to prevail. That is why sticking to 
fundamentals can help. It obviously is 
unwise to pay 35 times earnings for a 
company just because it advertises that 
it is in missile work when, in fact, 2° 
of its billings may come from a relative- 
ly insignificant electronics component 
with no real growth possibilities. 

Roy S. HEAVNER 
‘TEMPLETON, DOBBROW & 
VANCE, INC. 
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@ Every stockholder should _ receive 
every bit of information the bank may 
have on trust services, according to 
David Hopper, assistant treasurer, Al- 
lenhurst (N. J.) National Bank. 
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Southern California 


Edison Company 





DIVIDENDS 


The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


COMMON STOCK 
Dividend No. 197 
65 cents per share; 


PREFERENCE STOCK, 

4.48% CONVERTIBLE SERIES 
Dividend No. 48 

28 cents per share; 


PREFERENCE STOCK, 

4.56% CONVERTIBLE SERIES 
Dividend No. 44 

28/2 cents per share. 


The above dividends are pay- 
able April 30, 1959 to stock- 
holders of record April 5. 
Checks will be mailed from 
the Company's office in Los 
Angeles, April 30. 


P.C. HALE, Treasurer 


March 19, 1959 
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Seven to one 


**,.. the contribution of the United Fruit Company to the 
economies of the six countries” is enormously advanta- 
geous... it has been leaving within the production area 
more than $7 for every dollar in profits withdrawn...” 


This quotation is one of the highlights of the comprehensive study 


of the United Fruit Company operations in Latin America which was +Series on United States Busi- 
made by Sr. Galo Plaza, ex-President of the Republic of Ecuador, and ness Performance Abroad 
S M n= tele gy eg ieee eg a gy a NATIONAL PLANNING ASSOCIA- 

tacy May, well-known economist, for the National Planning Associa- TION, 1606 NEW HAMPSHIRE 


tion,t an independent research group. AVE., N.W., WASHINGTON 9, D.C. 


United Fruit Company 


General Offices: 80 Federal Street, Boston 10, Mass. 


*COLOMBIA -*COSTA RICA « CUBA+ DOMINICAN REPUBLIC + *ECUADOR + *GUATEMALA « *HONDURAS ¢ NICARAGUA « *PANAMA 


Apris, 1959 
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THE CHANGING SOUTH 


This department’s absence from ac- 
customed haunts during the past month 
provided both a rest and a perspective 
on the fast-growing South. On previous 
visits to several Southern cities by air, 
some outstanding examples of industrial 
expansion in that once predominantly 
agricultural section had been observed 
but it is infinitely more impressive to 
see, while driving through the Ever- 
glades, an immense white new cement 
plant than to view it from aloft or read 
about it in the financial news. 


The South has obviously also learned 
the value of good roads in rapid move- 
ment of goods and fostering tourist 
travel. Swinging down the eastern sea- 
board, it was a pleasure to drive on ex- 
cellent hard-surfaced, well-drained high- 
ways, with only minor exceptions, and 
this observation applies not alone to 
arterial routes. There are unfortunately 
still some short-sighted places where 
transient motorists are natural prey for 
enforcement officers operating on a fee, 
rather than a salary, basis but local 
dissatisfaction with this condition is al- 
ready finding strong expression. 

The country has come a long way 
from its former dependence upon cotton 
as the main cash crop. Agriculture still 
remains important as a livelihood but it 
is more diversified — and also more 
motorized — as labor costs have con- 
tinued to rise, even though less steeply 
than in other parts of the United States. 
Poultry farming and egg production 
have been developed on a substantial 
scale and large investments have been 
made in experimental work in crossbred 
cattle strains which will thrive under 
conditions existing in certain parts of 
Florida. Citrus raising in that state is a 
very important industry but unfortunate- 
ly always subject to nature’s whims of 
cold waves or hurricanes. 

The advances in paper making which 
have permitted utilization of slash pine 
to make kraft paper are most significant, 
however, both for now and for the fu- 
ture. This pine grows very rapidly in 
ground normally unsuited for other agri- 
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cultural purposes throughout large sec- 
tions of Georgia, South Carolina and 
northern Florida. International Paper, 
Rayonier, Union Bag-Camp and St. 
Regis, to mention only a few, refer in 
annual reports to their timber reserves 
but the cold figures fail to convey to the 
casual reader the vastness of these hold- 
ings, in contrast with driving past miles 
of fenced, patrolled, scientifically-man- 
aged tree farms with fire observation 
towers and carefully laid out access 
roads. Not only are these immense re- 
serves very valuable (and _ probably 
understated) balance sheet assets for the 
stockholders but ones which will grow 
in value as a continuing source of ma- 
terial for the expanding packaging in- 
dustry. They likewise represent an im- 
portant element in the neighboring econ- 
omy through their employment oppor- 
tunities and contribution to local tax re- 
ceipts, as well as affording a cash market 
for the small land owner with a woodlot. 

The railroads and their securities 
have, as a group, been out of institu- 
tional investment favor for years, but 
such southern roads as Atlantic Coast 
Line, Seaboard, Southern, and Norfolk 
and Western have had their adherents 
because of superior performance and 
prospects. In many miles driven along 
the main lines, roadbed and signal equip- 
ment appeared well maintained, with 
considerable track and tie maintenance 
work underway. As compared with the 
national railroad picture, these southern 
roads have fared better than most and 
they give the visual impression of being 
in shape to handle the added business 
which their managements have been 
aggressively seeking to bring into their 
service areas. 


Marcu Mapness? 


March saw adoption of the 3% dis- 
count rate by the remaining Federal Re- 
serve banks, signalling a definite change 
in credit policy. The prime rate remains 
unchanged but an increase is distinctly 
in the offing when and as borrowing de- 
mand expands. 


Some observers were anticipating 





further restrictive action during the 
month on stock market activity but, with 
a 90% margin in force, there is little 
leeway. Some believe that adoption of an 
all-cash basis would simply tend to make 
present holders of good stocks more r« 

tentive and thus aid rising prices. Like- 
wise, selling to meet April 15th tax in- 
stallments, if any, was taken in stride 
and, as measured by the D-J industrials. 
the market ended the month about where 
it started. 


The key to the character of trading 
during the past month, however, lay in 
its activity and what appears, by any 
reasonable gauge, over-exploitation of 
certain highly volatile issues with alleged 
growth or glamor potential. Some of 
these high flyers, it would seem, will 
have to produce some really startling 
earnings to bail out present and future 
owners of high-priced stock. The trading 
pace is indicated by comparing March 
volume of 82.5 million shares with the 
46.7 million shares handled one year 
ago, an increase of 76%. For the first 
quarter of 1959, the total was 231.5 
million vs. 136.8 million in 1958. The 
first two months registered an increase 
of 65% over 1958, evidencing a step-up 
in speculative fervor during March. 

It is certain that the Federal Reserve 
is unhappy about this state of affairs and 
the New York Stock Exchange has also 
urged its member firms to pursue con- 
servative business policies and to dis- 
courage speculative excesses. The Ex- 
change has likewise announced a special 
advertising program to urge sound pub- 
lic investment, avoiding tips and low- 
priced stocks. Several of the large mem- 
ber firms have publicly expressed con- 
cern over the growing speculative urge, 
too. 


Some instances of growing nervous- 
ness among both investors and traders 
have allegedly motivated switches in 
whole or in part from stocks to bonds, 
especially in the tax-exempt area, which 
has shown an improved tone in recent 
weeks. On the other side, institutional 
buying is reported continuing on a selec- 
tive basis, first quarter earnings are ex- 
pected to make generally good reading 
and more stock splits are believed in 
prospect. Whether these possibilities war- 
rant higher prices is beside the point in 
the present state of psychology; the 
public’s mood is one of favorable in- 
terpretation and until this is altered the 
speculative fires will continue to flare. 
As with all fires, the resultant degree of 
comfort or distress will be determined 
by one’s position relative to the source. 


(Continued on page 358) 
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For Diamond Gardner Corporation 1958 was a year 
of consolidation and preparation for future growth. : 


@ In October, the company’s Integrated Forest 
Products Center was completed at Red Bluff, Cali- 
fornia. Its modern equipment for both finished 
lumber and molded pulp products should produce 
increased earnings for California manufacturing 
operations. The Molded-Packaging Division, which 
improved sales of egg-cartons, disposable plates and 
FOODTAINER trays during the year, will also benefit 
from Red Bluff’s efficiency. 


@ The expansion program of the Gardner Division 
progressed, with a new rotogravure carton printing 
plant put into operation. 


@ Substantial improvements were made in the 
manufacture, packaging and marketing of matches 
and NEET-HEET charcoal! briquets by the Diamond 
Match Division. The popular self-lighting briquet 
packages will enjoy greatly expanded distribution 


The in 1959. 


@ A slight gain in sales and profits was realized 
a by the Woodenware Division. While results in the 
D | amon d Forest, Lu mber and Retail Group were disappointing, 
steps are being taken to improve efficiency and 

to consolidate and automate certain facilities. 


Gardner @ The company’s English subsidiary, Hartmann 


Fibre Company, Limited, scored new records in sales 
and profits, and jointly owned Dairypak Butler, Inc., 


year which opened its seventh plant, also had a record 
year. 


@ Generally improved economic conditions, com- 
bined with the company’s moves toward greater 
efficiency at every step from forest to customer, 
indicate more satisfactory profit performance for 
Diamond Gardner in 1959. 





1958 1957 

Net Sales ........2.... $168,808,000 $170,645,000 
Net imeomie . .. . 2 ke ew ee 7,370,000 8,129,000 

Per Share of Common Stock 
FINANCIAL Net Income after preferred dividends $1.92 $2.15 
Dividends paid iy ey BEY 1.65 1.80 

HIGHLIGHTS Per Share of Common Stock 
Working Capital. ........ $15.12 $13.17 
All other assets ......... 23.72 21.69 
US Sis Bee hes eo 38.84 34.86 

Less, Notes and Debentures payable 

and preferred stock . ok 12.24 8.72 
Book Walee: -.. 6. oS ho Sw B= $26.60 $26.14 











Copies of the Diamond Gardner 1958 annual 
repori available by writing to the Secretary. 


DIAMOND GARDNER CORPORATION 


122 East 42nd Street, New York 17, New York 
Pulp Products + Paperboard + Cartons «+ Lumber -e Building Supplies + Matches + Woodenware 
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1956 1957 1958 1959 1956 1957 1958 1959 1956 1957 1958 1959 
—— End of Month Range for Period.._.__________. 
1959 1959 1958 1958-59 1951--57 
ice, eh Mar. Wihtow Miter 1946-50 1941-45 1931-40 1919-1930 
1. U.S. Government Bond Yields 
3-Year Taxable Treas. >>>“ 4.02 3.85 2.32 4.02-1.92 4.10-1.35 1.68-0.90 1.32-1.07 (a) (a) (a) 
6-Year Taxable Treas. —..._----_-___ % 4.02 3.87 2.54 4.09-2.27 4.12-1.75 1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. _....._.._-» 4.00 3.88 2.79 4.09-2.56 3.97-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 234s, 9/15/72-67 —..._______._.. G 3.90 3.82 2.93 3.92-2.73 3.77-2.21  2.438-1.96 2.48-2.03 (a) (a) (a) 
Victory 214s, 12/15/72-67 _...._+_ J 3.90 3.76 2.92 3.90-2.72 3.72-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
314s, 1983-78 % 3.93 3.90 3.21 3.94-3.04 3.69-2.59 (b) (b) (b) (b) 
3s, 1995 % 3.71 3.67 3.18 3.75-3.05 3.60-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term —__._____._. % 4.15 4.13 3.64 4.17-3.55 4.15-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term ———._._-.... % 4.26 4.21 3.78 4.27-3.74 4.31-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term —._____ pciiiibadaasaate: 4.41 4.40 4.04 4.47-3.95 4.51-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term _.._»_>_Es 4.83 4.89 4.69 4.96-4.51 5.11-3.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
&. ‘Tax Exempt Bond Yields 
Aaa Rated Long Term _......__.__ - % 3.06 3.11 2.79 3.31-2.64 $.45-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term — % 3.23 3.28 3.06 3.62-2.87 3.72-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term — — % 3.56 3.61 3.24 3.82-3.07 3.98-1.72 2.64-1.28 2.49-1.49 3.29-2.11 (d) (d) 
Baa Rated Long Term — ~~ ..... % 3.92 4.03 3.90 4.34-3.64 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
High Grade % 4.36 4.38 4.33 4.49-4.22 4.68-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade —..._______.__._ % 4.85 4.78 5.24 5.24-4.78 5.60-4.45 5.08-4.14 §.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade % 4.28 4.30 4.20 4.41-4.11 4.67-3.46  3.92-3.27(e) (e) (e) (e) 
Medium Grade —..._____ % 4.67 4.65 4.67 4.90-4.54 5.16-3.80 4.20-3.52 (e) (e) (e) (e) 
Utilities—Low Dividend Series 
High Grade % 4.56 4.59 4.44 4.74-4.33 5.00-3.78  4.24-3.40(e) (e) (e) (e) 
Medium Grade —...______... % 4.88 4.87 4.77 4.96-4.69 5.84-4.18  4.65-3.69(e) (e) (e) (e) 
6. Common Stocks 
125 Industrials—Prices (g) $174.47 175.43 134.17 177.75-129.97 158.98-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) — ..___- 5.72 5.72 5.83 5.86-5.63 5.94-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16(f) 
125 Industrials—Yields —.__.__ eee 3.28 3.26 4.35 4.49-3.17 6.79-8.63  7.29-3.20 7.71-3.56 10.13-2.59 6.21-8.19 7) 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
(¢)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 














(e)—Low Dividend Preferred Yield Averages in this series date from 

Jan. 2, 1946. 
(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 
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CASH + Stock DIVIDENDS 


Company Objectives and Investor Reactions 


GORDON R. COREY 


Vice President, Commonwealth Edison Company, Chicago 


N SEPTEMBER 2, 1958 ComMMon- 
Q wealth Edison Company announced 
plans for a new dividend policy under 
which it would distribute approximately 
the full amount of its 1958 earnings in a 
combination of cash and stock dividends, 
paying out in cash a base dividend of 
$2.00 a share—equivalent to about 60% 
of earnings. The new policy brought 
Edison’s total distribution for 1958 to 
$2.00 in cash plus a 2% stock dividend. 

Under this policy, Edison will con- 
tinue to pay a base quarterly cash divi- 
dend. Substantially all of the earnings 
on the common stock in excess of the 
base cash dividend will be represented 
by the stock dividend. For example, the 
number of shares distributed in 1958 
was determined by dividing the esti- 
mated amount of available earnings for 
the year by the market price. A workable 
fraction was selected which left some 
margin of undistributed earnings. 

Regular annual stock dividends are 
rare among electric utility companies, 
and the Commonwealth Edison plan in 
particular is unique since it permits 
the stockholders to sell their full divi- 
dend shares as well as fractions. This 
gives the individual stockholder a chance 
to decide whether he wishes to receive 
his stock or “cash it.” 

However, the Edison plan, like other 
stock dividend plans, raises serious 
“corpus vs. income” problems which are 
of particular importance to trust officers. 
We are studying this matter and con- 
sulting with trustees and others to try 
to simplify their handling of future Edi- 
son stock dividends. Comments of read- 
ers will be appreciated. 


Stockholder Benefits 

Why did Edison adopt this new divi- 
dend policy? In the first place, stock- 
holders who prefer capital appreciation 
will henefit from the lower cash payment 
rates. with the opportunity to accumulate 
taxfree stock dividends, The resulting 
gtow'; factor will make the investment 
quality of Edison stock particularly at- 
tractive. The Federal income tax ad- 
Vantaze is especially helpful to the large 
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individual stockholder, but the small 
stockholder also obtains a benefit. Not 
only has he the tax advantage but, in 
addition, he can avoid the bother and 
relatively high commission charges 
which would be encountered if he were 
to reinvest a portion of his cash divi- 
dends in common stock each year. 
Second, stockholders who want maxi- 
mum cash income will also benefit be- 
cause they can elect to have their divi- 
dend shares sold for a reasonable charge 
and thus receive cash proceeds ap- 








proaching the total earnings on their 
stock. Moreover, no matter when they 
sell their dividend shares, the proceeds 
will be only partially taxable, if at all, 
and then as capital gains rather than 
ordinary income. 

Third, the new policy helps the Com- 
pany to conserve cash. Dollars that 
would otherwise have been distributed 
as cash dividends can be applied toward 
our construction program. Consequently, 
under the present plan, internal cash 
generation is expected to average about 
$100,000,000 a year in the next four 
years. This will probably preclude the 
need for the public sale of additional 
common stock for a number of years. 


Policy and Reactions 


However, the Company is not com- 
mitted to any dividend plan. Both the 
cash and stock dividend are always sub- 
ject to change. Our current thinking as- 
sumes that the Directors will declare a 


stock dividend again, in the fall of 1959, 
but the Board will not decide until the 
time arrives for its declaration. 

Our decision to continue or to change 
the plan will, of course, depend upon 
how well our stockholders and others 
like it. Most people seem to like the plan; 
a few object, including fiduciaries al- 
though many of them have expressed 
approval. 

At this writing, it appears that the 
few objections to our plan (and to stock 
dividend plans in general) are not 
sufficient to change our policy. They do 
however, deserve full discussion. 

First, there is the admittedly valid 
complaint about the extra work involved 
in handling the bookkeeping for trust 
accounts. However, the feeling expressed 
by different trust officers on this account 
varies widely. What is good for in- 
dividual stockholders, who have ex- 
pressed overwhelming approval for the 
plan is likely, on the whole, to be good 
for trust beneficiaries. One trust officer 
said, “If we like the stock we take the 
extra work in our stride. After all, the 
tax benefits are substantial.” 

This brings us to the second objection 
—more of a feeling than an objection— 
that the plan is some kind of a tax 
gimmick. It is nothing of the kind. It 
has long been the law that stock divi- 
dends are not taxable income to those 
who receive them. A written ruling by 
the Internal Revenue Service covers all 
phases of our 1958 stock dividend pro- 


gram. 


Trustee Complications 


Third is the objection to the tax 
complications involved in all stock divi- 
dend plans. This objection also is valid. 
The arithmetic required to adjust the 
income tax basis of the stock in order 
to compute the capital gain or loss when 
stock is sold will, in some cases, be 
tedious and complex, but it must be re- 
membered that this disadvantage is off- 
set, at least in part, by the tax benefits 
made possible by the stock dividend. 

A fourth objection is the one raised 
by fiduciaries because of the principal- 
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income problem of determining whether 
the stock dividend is to be treated as 
principal or income in their trust ac- 
counts. This question is particularly 
difficult to answer because of variations 
in the laws of different states and in the 
trust agreements themselves. 

As to the legal situation, many states 
have adopted the “Uniform Principal 
and Income Act” which specifies that 
stock dividends shall be deemed princi- 
pal unless otherwise specified. On the 
other hand, many other states have not 
and in New York the situation is compli- 
cated by pending litigation. 

Some trust departments now encour- 
age persons establishing trusts to make 
specific provision that “ordinary” stock 
dividends or, in some cases, those pay- 
able out of current earnings, be treated 
as income rather than corpus. But many 
trust agreements (especially the older 
ones) contain no reference to stock divi- 
dends. 

This seems to be a matter where, re- 
gardless of what we do, difficult prob- 
lems will arise. Six trust companies 
thought we were wrong and wrote to say 
so. It was interesting, however, that one 
objected because our stock dividend was 
income, three objected because it was 
principal, a fifth objected because he 
wasn’t quite sure which it was, and the 
sixth did not explain his reason. 


Financial and Market Aspects 


Another objection occasionally raised 
is that stock dividends are too expensive. 
Our 1958 stock dividend enabled us to 
retain $8,000,000 of additional funds in 
the business, at out-of-pocket costs to the 
Company and its stockholders totaling 
only $180,000. This is about what it 
would have cost to market a $4,000,000 
to $5,000,000 issue of new common 
stock, Thus our plan would appear to 
be economical, not expensive. 

A sixth, and rather common, objec- 
tion is that stock dividends retard or 
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Montage of stock dividend and dividend check. 





restrict the growth of per share earnings 
At first blush, any course of distributing 
a Company’s entire net earnings would 
appear likely to dampen future growth 
of earnings per share. However, under 
our policy we capitalized the stock divi- 
dend at market price. 

The market on Edison common stock 
is currently in the range of 80% to 90% 
in excess of book value. If these new 
common stock dollars earn as much as 
the old common stock dollars have 
earned, then the earnings per share will 
tend to increase. Thus, a stock dividend 
may indicate a potential improvement in 
per share earnings. 

A seventh objection, raised by some 
critics, is that stockholders who sell their 
dividend stock are, in effect, eating into 
their capital or selling part of their 
principal. As long as current dividends, 
stock and cash, are less than current 
earnings, as in the case of Edison, this 
does not seem to be true. Rather, such 
stockholders are leaving their capital 
investment virtually intact and _ with- 





a LIFESAVER for Community Bank Trust Officers 
Who Need Assistance ““FROM THE TRUST VIEWPOINT" 





eS. ipa Yes. 
<< o. Council services go far beyond mere statistical 
data and generalized analyses of 


. . Studley, Shupert Trust Investment 


economic conditions. Instead, the Council 





TRUST INVESTMENT 
COUNCIL 





augments its Members’ trust department 
personnel with a staff of experienced, 
competent, trust-minded specialists . 

and these assist Members in attaining the 
specific trust objectives of individual accounts. 
We invite you to investigate the advantages 
of Council Membership. Write Dept. TE-2. 


STUDLEY, SHUPERT TRUST INVESTMENT COUNCIL 


1617 Pennsylvania Boulevard, Phila. 3, Pa. 


24 Federal Street, Boston 10, Mass. 


drawing the full amount of the year’s 
earnings instead of reinvesting a por- 
tion in the business. 


Yield Comparisons 


An eighth objection made to a peri- 
odic stock dividend plan like ours is the 
difficulty it causes in making compari- 
sons of different common stocks. It is 
customary to circulate, among prospec- 
tive investors, tabulations comparing 
different stocks. Such tabulations usually 
have a dividend yield column. However, 
stock dividends are ordinarily not con- 
sidered in calculating dividend yields. 
Consequently, the yield of Edison com- 
mon stock may simply be shown as $2.00 
a share or, on the basis of the current 
market, roughly 314%. A footnote may 
indicate that the cash dividend has been 
supplemented by a 2% stock dividend. 
Alternatively, the yield may be shown 
as 5%, with a footnote indicating that 
this includes a 2% stock dividend, and 
so on. 


Due to the lack of uniformity in this 
matter, there is doubtless some confusion 
among investors as to what the yield on 
Edison common stock really is—and as 
to whether they should or should not 
invest in it. We can only hope that 
eventually the complete dividend story 
will be uniformly presented to investors 
in a simple manner, 

This last question—how a stock divi- 
dend paying company should be pre- 
sented to prospective investors—brings 
me to the final objection, not an objec- 
tion specifically directed to the Common- 
wealth Edison stock dividend plan itself, 
but one directed to stock dividends gen- 
erally, namely, that, from an investmei't 

(Continued on page 363) 
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COMMON TRUST FUNDS HOLD 675 COMMON STOCKS 
















































A study of 300 Common Trust Funds, COMPOSITION FAVORITE FIFTY} COMMON STOCKS ; 
taken as of the available valuation date DISCRETIONARY FUNDS in 300 Common Trust Funds ‘ 
nearest to the 1958 year-end, shows ag- (Dollar Figures in millions) (as of beginning of year) | 
gregate holdings of $2,406,935,000 with | U. S. Gov'ts $ 129.3 7.2% No. Funds | 
equities amounting to $1,268,908,000 | Other Gov’ts —____ 39.1 2.1 Rank Holding 

. “ . h Come, Bonds —______. 430.5 24.0 50 °58 59 
representing 675 corporations. The 
il , | Rid. Stocks — 145.2 8.1 1 3 Standard Oil (N. J.) 297 
funds studied represent a common WO | Gos Macks 1,020.7 57.0 Sa eee ~s 
funds operating under Regulation F of | Mortgages 18.5 1.0 ee oy 
the Federal Reserve Board of Governors | Cash —. sd. 0.6 ‘2 oe ti es 191 
except cemetery and veterans funds and Christiana Sec. 18 209 
funds established too recently to have $1,794.9 100.0% 5 6 American Tel. & Tel. 193 
made an annual report. The 300 funds cinerea. pines ee a 
icipating trust ac- i ee 
hed eal raaing | __ (ale Pers in mis) | $b en Na OY 
c . ’ . A National Dairy Products ___ j 
make allowance for accounts that may U. S. Gov ts... $ 39.8 12.07% | 49 11 Sears Roebuck «137 
* ‘ Other Gov’ts 17.1 5.1 11 9 Phillips Petroleum 133 
be invested in more than one fund, as, Ps Bins 33 
: ie Corp. Bonds ___ - 106.5 32.0 12 13 American Cyanamid _ 129 P 
for example, being divided between a | Pfd. Stocks 51.6 15.4 in it—=—. 196 
fixed income and a common stock fund. oe Stocks ___. “ <. 14 23 Amevison Can... 125 
The holdings of the 300 funds, which — ee 19 a = ——s —_ secdtasiaiebeacek = 
4, - - - - o--------- -- - . . tee eitet 99 
are taken at market value as of the var 17 16 First National City Bk., N. Y. 121 
ious valuation dates, represent an in- $333.0 100.0% | 18 12 Kennecott Copper 119 
crease of $438,128,000 over the assets 19 20 Standard Oil (California) _ 108 
of the 245 funds tabulated a year before. COMMON STOCK FUNDS 20 19 National Lead _. a 
Portfolio totals have been tabulated sep- (Dollar Figures in millions) = - ee ee ee ns 
e . ’ rf Otandarc 1 ndliana cinta ) 
arately for the 183 discretionary-type, 62 oS ~ ts eee $ 1.5 10% | 53 99 ee ie ie 
restricted-type, 27 common stock, 20 a er ‘ — —————— 2 pen 6 3 | Wetiatines Eee 
fixed income and 7 bond funds. This of- Pia na mane er 9 0.1 25 21 Johns-Manville 88 
fers the possibility of comparison, as | Common Stocks ____ ~ 140.6 98.0 = : pmenen Sees Sseesslasaa . 
the same method was followed last year | Mortgages 0-2 = if 8 eee wane 7 
(T&E March °58 p. 218). Classification | Cash 0.6 stim UCU 
has been made on the basis of actual in- | 30 35 US. Gypum__. ss s6 
vestment, a “legal” fund, for example omen) 800.0% | 31 32 Allied Chemical 74 
that invests only in bonds being consid- FIXED INCOME FUNDS eo be niet Recah man a - 
ey: > 29 y s- Inolis PS v4 
ered a bond fund and a discretionary (Dollar Figures in millions) 34 39 Philadelphia Electric. 72 
fund that invests only in fixed income ‘ ts ashe | 
sat 4 U. S. Gov’ts _.... _...$ 10.4 10.3% é 
securities being so grouped, rather than | Other Gov'ts.ti(<«é«S 0.8 | 36 46 Corn Products Ref. 71 
with the “balanced” discretionary type | Corp. Bonds __. .. 22 54.8 37 27 International Harvester 71 
funds Pfd. Stocks . Sz 24.5 38 40 Pacific Gas & Electric 71 
i a Mortgages Vi Seer 7.8 77 39 33 CLE. Financial ni ie ee 

Altogether there are 333 funds in | Gmon Stocks. “_ | 40 34 Dow Chemical 70 
operation by 260 banks and trust compa- | Cash Ne. ss 5). Oe 1.9 41 42 Southern California Edison _ 70 
nies in 43 states and the District of Col- 42 31 United Gas _ — 0 
aiid $100.7 100.0% = bn a “gry & Power _.. 68 

: ethlehem Steel 67 

In the appended list of common stock BOND FUNDS 45 * International Bus. Machines _ 67 

; ing ay 46 47 American Home Products 62 
holdings 35 companies appearing a year (iil Ghamestn as welll _/e rma ~t be ~ ucts . 
ago are no longer held. On the other surance ____ 52 
ks of 69 . t held > > Soe... 3 G4 15.8% | 48 * Union Pacific sss 62 
hand, stocks o Companeee — . Other Gov ts: ...... 15.3 44.7 49 * Texas Utilities _ ee 
at the 1957 year-end are now included. | Corp. Bonds 18.1 38.3 50 48 Chase Manhattan Bank 60 
The latter are indicated by an asterisk. | Pfd. Stocks. = — _ 51 * Crown Zellerbach 60 
: . . Common Stocks _.. ss — — Ras 
Because of the growing interest In : *There is a tie for 50th place. 
i | ee 1.2 
foreign investments, foreign corporations *Newly added, replacing Cleveland Elec. Illum.; 
; Pittsburgh Plate Glass, Inland Steel, & Insurance 
are designated by a dagger. $34.2 100.0% Company of North America. 








COMMON STOCKS IN COMMON TRUST FUNDS 


(Figures represent number of funds holding; * = stocks not repre- 
sented in list of previous years; + = Canadian & foreign corporations) 














Drucs, Foon, Tosacco 1957 1958 1957 1958 1957 1958 
1957 1958 Amer. Chicle — 20 24 Archer-Daniels-Midland _.... 3 2 E. J. Brach & Sons —_.... 1 
Abbott Laboratories -—_._. 21 21 Amer. Home Products __... 54 «62 Beatrice Foods — zi Bratel-iivens 1 
ee Se ek , 2 = er. eee 1 1 Beech-Nut Life Savers _.... 6 18 Campbell Soup — 9 
Amer. Bakeries — ; 4 5 Amer. Tobacco —_.._: Eesti 37 38 Borden 44 47 *California Packing —.. 0 
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| 1957 1958 1957 1958 1957 1958 1957 1958 
































































ey a 2 Unter. Frank eS 2 iniwrtes. 0 8 *Mass. Bonding & Ins. _.... 0 1 
Carnation 2 *Upjohn 0 q First Am. N. B., Nashville 1 1 Mellon Nat. Bk. & Tr. —.. 3 6 
* on. | ae eee See é 16 Warner-Lambert Pharm. — 3 3 *First Bank Stock Corp. _... 0 2 Mercantile Trust, St. Louis 2 2 
Colgate-Palmolive ___.: Ls 10 Wm. Wrigley, dr. 15 13 First & Merchants N. B., 6. Fo TOM oe 2 2 
*Continental Baking 3 See eee 1 1 Nat. Bk. of Com., Houston 1 1 
5 Corn Products Refining ...57 71 First Nat. Bk., Atlanta _. 1 1 Nat. Bk. of Detroit —-.._.... 11 11 
Cream of Wheat es Financial & INSURANCE First Nat. Bk., Baltimore .. 1 1 Nat. City Bk., Cleveland. 4 5 
*Foremost Dairies —_........ 0 1 Aetna Casualty & Sur. —_ 2 3 First Nat. Bk., Boston —_ 35 36 *Nat. Life & Accident Ins. 0 2 
General Foods 123 Aetna Insurance _. coe First Nat. Bk., Chicago _... 4 4 *Nat. Standard Life Ins. _. 0 1 
General Mills 32 Aetna Life Ins. —.._. ee 10 First Nat. Bk., Dallas _... 2 2 Nat. Union Fire Insur. 6 4 
nds Great Western Sugar __... 2 Alexander & Baldwin — 1 First Nat. Bk., Memphis — 1 1 New Hampshire Fire Ins. — 1 1 
ng a: Oe co kg 3 Amer. Insurance 15 First Nat. Bk., St. Louis —. 3 3 Mow Tack. Tewet otk. 5 5 
Hershey Chocolate Sep emet ee 6 5 Amer. Surety -.... 1 First Nat. City Bk., N. Y. 104 121 North River Ins. ___... 1 1 
Horn & Hardart 1 1 Amer. Trust, San Francisco 3 4 *First Nat. Exch. Bk., Northern Ins. Co. of N. “Y. 1 1 
7 ! gowel Tea — se | Associates Investment —_.. 11 11 Roanoke __. 0 1 Northwestern Nat. Ins. __. 1 0 
) Johnson & Johnson | See 1 1 Bank of America —_ 13 «15 First N.T. & S. B., ‘San Diego 1 1 *Pacific Finance — ~~ 0 2 
‘ Mead Johnson -................ 1 2 Bank of California — 2 2 First Penna. Bkng. &Tr..12 i2 Poertens: GG. i 1 1 
u Se ee 1 4 Bank of Hawaii ~~... 1 1 *¥Franklin Life Ins. 0 1 Peoples First N. B. & Tr., 
Liggett & Myers - eee 2 Bank of New York ee 1 *General American _... — 1 , | RADON Dae Th 3 
) ER, ae ee =, 3 ae Tes 36 35 ‘*General Reinsurance ___. 0 2 Philadelphia National Bank 12 16 
; eS SS. eee 1 0 Beneficial Finance ___ 10 10 Girard Tr. Corn Exch. Bk. 5 7 Pheenite. Tee: $2 8 9 
é McKesson & Robbins —_.. 9 13 Bishop Nat. Bank, Honolulu 1 1 Glens Falls Ins. cate El 2 Piedmont Life Ins. piece 1 1 
4 Merck ee © € Boston Insurance __._-. 1 2 Great American Ins. _._. 15 13 Provident Tradesmens Bk. & 
l National Biscuit —.. 82 46 California Bank _......... 4 4 Great West Life Assur. _. 1 1 76, PRR ooo 1 
) National Dairy Products _.123 146 Camden Fire Ins. Assn. ee | 1 *Great Western Financial _ 0 1 Reliance Ins. ae 
‘ National Distillers & Chem. 2 3 Castle & Cooke — 1 1 Guaranty Trust, N. Y. _.... 58 += 72 Republic Nat. Bk., “Dallas ars 5 
) Rational Tee 3 3 Chase Manhattan Bank __... 53 «60 Hanover Bank, N. Y. .....11 12 Riggs Nat. Bk., Wash’ gton 1 1 
7 Norwich Pharmacal _........ 2 5 Chemical Corn Exch. Bk. ._ 14 24 Hanover Insurance —..... 1 1 St. Paul Fire & Marine Ins. 4 4 
3 Parke, Davis -........ ————- = Christiana Securities _ 17 18 Harris Tr. & Sav. Bk., *Seaboard Finance —_..... 0 3 
) Ee re | 6 C. i. 2, Seaaeeeet 5 64 70 + a ; Chea ae 2 Seattle-First Nat. Bk. _..._ 2 3 
5 J See 1 C&S Nat. Bk., Savannah .. 4 4 Hartford Fire Ins. _____. 19 20 Security-lst Nat. Bk., L.A. 14 15 
‘ I I ce ae 0 Commercial Credit _......... 43 48 #‘*Hartford Nat. Bk. & Tr. 0 1 Smith Investment ss 1 1 
: Chas. Pfizer «80 = 384. ~=3—- Conn. Gen. Life Ins. 3 5 *Hartford Steam Boiler Insp. 0 1 *Southwestern Life Ins. _... 0 1 
3 Philip Morris —..............: 4 3 Continental Assurance _... 2 2 Home insurance __.._————s«a2:1 20 Springfield Fire & Marine — 1 1 
: Pillsbury Mills 5 7 Continental Casualty —.... 5 6 Household Finance _......... 10 12 Transamerica -..... : vee SR AE 
- ; Procter & Gamble __........ 41 44 Cont. Ill. Nat. Bk. & Tr. — 31 33 Industrial Acceptance _... 2 2 Teavsiets Be6s 2nos ; m 26 
l Guiker Gates 7 10 Continental Insurance _.... 52 62 Insurance Co. of No. Amer. 52 59 Tri-Continental __. 0 
9 R. J. Reynolds Tobacco __. 37 45 Crocker-Anglo Nat. Bk. _. 7 7 Irving Teust, X.Y... 18 «138 U. S. Fidelity & Guaranty 10 11 
2 Savannah Sugar Refining _ 1 1 Crum & Forster ___.. pa 1 Lawyers Title Ins. ___ -y 1 U. &. Five Im. .... 2 
Schenley Industries —.........._ 1 1 Dun & Bradstreet - 1 1 Lehman ___. > 0 U. S. Nat. Bk., Portland - 2 1 
8 lo OS See 2 4 Employers Group Assoc. 1 1 Life Ins. Co. “of ‘Va. j 1 2 .U. Bh tee: oF ss 2 
7 G. D. Searle __. 3 4 Family Finance —.........._ 1 1 Lincoln Nat. Life Ins. _.... 5 6 Wells Fargo Bk., S. F. 1 0 
5 Smith, Kline & French __ 1 5 Federal Insurance ___. ae ae 8 Maine Bonding & Casualty 1 1 Westchester Fire Ins. 2 2 
Standard Brands —............... 6 9 Fidelity & Deposit, Md. _..._ 2 2 Manufacturers Life Ins. — 1 0 
3 Sterling Drug __.. de car cce 47 Fidelity-Phenix Fire Ins. 24 19 Mfrs. Nat. Bk., Detroit — 1 1 INDUSTRI 
l Sunshine Biscuits — 9 11 Fidelity-Philadelphia Trust 2 3 Manufacturers Trust, N. Y. 6 7 . ss AL 
g pene ae Wee, ow a 12 Fidelity Trust, Pittsburgh 1 1 Marine Midland Corp. 6 11 Addressograph-Multigraph.. 21 25 
5 Dnited Biscuit — .......... 1 1 Fireman’s Fund Ins, _........ 26 27 Maryland Casualty 7 x Air Reduction —...... Lecieteckied , 30 
4 
9 
6 
4 
” 
9 
aad * 7 A * * 
2 Serving one of America’s great industrial centers 
] 
] KILOWATTS OF CONNECTED L 
l ADDITIONAL INDUSTRIAL 
l 160,000 AND COMMERCIAL 
0 140,000 ELECTRIC BUSINESS 
0 G In 1958, when business throughout the peg etnenge tay 
0 United States was at depressed levels, 120,000 
0 the volume of new gas business con- 100,000 
: ie 4 tracted for by our industrial and com- eaaee 
mercial customers was greater than the 
‘ . 
. record-breaking total of 1957, and the = 
9 new electric industrial and commercial 40,000 
9 business was second only to the record 20,000 
1 wai total of 1956. 
7 ‘ 
; Mid-Maryland, the 2300-square mile 60 0 Sl 52 SD 34 38 98 47 8 
U territory served by Baltimore Gas and 
? Electric Company, comprises a rapidly 1,100,000 CUBIC FEET PER HOUR 
" - ‘ . bs }—_———— OF CONNECTED LOAD 
net expanding industrial, commercial, resi- pager 
‘e bog dential, and port area, with Baltimore the 300,000 ADDITIONAL INDUSTRIAL 
hub. Future growth—population and busi- |_—""__ AND COMMERCIAL 
4 ness expansion—is expected to continue nee Soe 
at a rate appreciably above the national 700,000 —*IN EACH YEAR. 
average. 600,000 
500,000 
400,000 
58 Dividends paid on the Common Stock 
continuously since 1970. 
Always earned—never reduced. =a de as ae an ae ak a a 
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Allied Chem. 
Allis-Chalmers 

Alpha Portland Cement _. 
*Amer. Air Filter 

*Amer. Agri. Chem. —... 
Amer. Brake Shoe 

Amer. 
Amer. 
Amer. 
Amer. 
*Amer. 
Amer. 
Amer. 
Amer. 


Chain & Cable a? 
Cyanamid __.... 
Mach. & Fdry. —...... 
Marietta 

Optical 

Potash & Chem. 
Rad. & St. San. 
*Amer. Seating 

Amer. Viscose 

Anchor Hocking Glass - 
Anderson, Clayton 
Armstrong Cork 
*Arrow-Hart & Hegeman El. 
*Arrowhead & Puritas Water 
Atlas Powder 

Babcock & Wilcox 

*Bassett Furniture Indus. — 
Bendix Aviation 

Blue Bell 

Boeing Airplane _ 
Borg-Warner 

Briggs & Stratton 

Brown Shoe 

Bucyrus-Erie _ 

Burroughs 

Cannon Mills 
Carborundum 

Carrier 

Caterpillar Tractor _ 
Coe 
Chain Belt __.._. a 
Champion Paper & Fibre rs 
*Champion Spark Plug 
*Chemetron 

Chesapeake Corp., Va. 
Chicago Pneumatic Tool __ 
Chrysler a er 
Cincinnati Milling “Mach. é 
*Clark Equipment 

Cluett Peabody 

Columbian Carbon 
Combustion Engineering __ 
Consol. Electrodynamics -_. 
Container 

Continental Can 
Continental Gin =i 
Corning Glass Works _-..... 
Crane .- 

Crown Zellerbach 
*Cummins Engine 
Cutler-Hammer 

Daystrom 

Deere ___. ees 
Diamond Alkali 

Diamond Gardner - 
Dictaphone 

Dae Cap... 
Dobeckmun ee ES 
Douglas Aircraft —-....... 
Dow Chemical 

Dravo : a 
Dresser Industries Ry as 
See eee 
Eagle-Picher 

Eastman Kodak ___. 
Eaton Mfg. - Re ae 
Beso Products... .. 
*Elect. Storage Battery ahi 
Emhart Mfg. 

Endicott Johnson 
Ex-Cell-O 

*Fafnir Bearing : cans 
*Fansteel Metallurgical ae 
Federal-Mogul-Bower : 
*Federal Paper Board _..... 
Fibreboard Paper Prod. _ 
Firestone Tire & Rubber -_- 
Flintkote —__. 

Food Mach. & “Chem. 
Foote Mineral 

Ford Motor 
Fruehauf Trailer _. 
Gardner-Denver 
General Controls ___ 
*General Dynamics — 
General Electric ____. 
General Motors 
General Portland Cement _— 
General Shoe 

General Tire & Rubber 
Gibson Art 

Gillette _ 

P. H. Glatfelter 

Glidden _. 
B. F. Goodrich 
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1957 1958 
46 


Goodyear Tire & Rubber _ 
Gould-National Batteries __ 


Great Northern Paper _..__ 
Grinnell 

Haloid Xerox 

*Hammond Organ 
Harbison-Walker Refract. — 
Harshaw Chemical 

Hart, Schaffner & Marx 
Haughton Elevator 
Hercules Powder 
Hevi-Duty Electric _ .. _-.. 
*Hewitt-Robins 

Hooker Chemical 

Hoskins Mfg. 

Ideal Cement 

Industrial Rayon 
Ingersoll-Rand a 
International Bus. Mach. 
International Harvester __ 
Int. Min. & Chem. —_......... 
International Paper 
International Salt 
International Shoe 
International Silver 
*].T.E. Circuit Breaker -__... 
Johns-Manville 

Johnson Service 

Joy Mfg. 

Kaiser Alum. & Chem. 
Kimberly-Clark 

Koppers 

*Kroehler Mfg. 

Lehigh Portland Cement _.. 
Libbey-Owens-Ford Glass - 
Lily-Tulip Cup ———...- 
Link-Belt =e a 
Locke Steel Chain | eerrereeens 
Lockheed Aircraft —-..... 
Lone Star Cement 
McGraw Edison __-..--...... 
P. R. Mallory 

Marathon 

*Marquette Cement - 
NS CE a RED 
Mead : : 
Mewitle Shoe —.............. 
Mesta Machine 
Minn.-Honeywell Regulator 
Minn. & Ont. Paper —_-.. 
Monsanto Chemical 
0 ES een 
Mueller Brass aS 
National Aluminate 

Nat. Cash Register —.......... 
Nat. Gypsum 

*National Homes ——§....... 
National Standard 
National Supply ___..... 
Nopco Chemical - 

No. Amer. Aviation 

Olin Mathieson Chem. ___.- 
Ots Hievater —._...... 
Outboard Marine ; oe 
Owens-Corning Fiberglas .. 
Owens-Illinois Glass 
Oxford Paper — ie, More nate 
Pacific Clay Products 
Penn-Dixie Cement 
Pennsalt Chemicals - 
Penna. Glass Sand 
Pepperell Mfg. 

+Philips Gloeilampen. 
Pitney-Bowes i vee 
Pittsburgh Coke & ‘Chem. : 
Pittsburgh Plate Glass — —— 
Polaroid 

Potash Co. of Amer. : 
*Puget Sound Pulp & Paper 
Pullman 

Radio Corp. of Amer. _. 
Raybestos-Manhattan 
Rayonier ae 
Reliance Elec. “& ‘Eng. 2 
nese Taser 
Robertshaw-Fulton as 
 . Benerison — 
mohm & Haas —........ 
Royal McBee __.. 
Ruberoid __ ae 

St. Regis Paper ne te IE 
Sangamo Electric — 
Scott Paper 
Sherwin-Williams 

Singer Mfg. - 

Spencer Chemical 

eer. ewe 
Sprague Elec. 

Square D. 

Standard Pressed Steel __. 
*Standard Register 
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More than 300 j atedlinass capable of delivering 14,400 volts of elec- 
tricity are used by scientists at General Dynamics Corporation’s 
Atomic Division to conduct experiments on a toroidal discharge 
device. The electricity is used to heat ionized gases to tempera- 


tures of 100,000° 


in one surge of electrical power. The objective 


is to bring the gases to temperatures of at least 40 million degrees. 





1958 
Stanley Works 

Stauffer-Chem. 

*J. P. Stevens 

Sunbeam —...__. 
Sutherland Paper 

Sylvania Elec. Products 
Tecumseh Products 

Tennessee Corp. —_______..__. 
Texas Gulf Sulphur ek 
Thompson Products _.. 
*Thompson Ramo Wooldridge 0 
Timken Roller Bearing __ .. 
gO ee es 
Torrington 

Trane wed 
Union Bag- Camp Paper 
Union Carbide 
United Aircraft _. 
United Carbon __.... = 
United Eng. & Foundry : 
United Merchants & Mfg. .. 
United Shoe Mach. __. 

*U. S. Foil — . 

U. S. Gypsum _...... as. 
U. S. Pipe & Foundry 

U. S. Playing Card : 
oO. & Pewee 
U. Rubber 

Veoder= Root _.. reas 
Vick Chemical —__........ 
Victor Chemical __. 
Wagner Electric wae 
West Va. Pulp & Paper : 
Westinghouse Electric __ 
Weyerhaeuser Timber - 
Whirlpool 

Worthington 

*Wyandotte Chemical | 

Yale & Towne 

J. S. Young 

*Zenith Radio 
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MERCHANDISING & MISCELLANEOUS 


Aliied Stores ——....___.. 1 18 
Amer. Stores ees 
Associated Dry Goods” hones 

Avon Products —........... 

Beat & Co... 2 

Columbia Broadcasting 

Edison Bros. Stores 

Emporium Capwell _..... 
Federated Dep’t Stores __. _ 32 
First National Stores _. 22 
*Gimbel Bros. 

Grand Union 

WwW. 2. Grant. ¥ 

Great Atlantic & Pac. “Tea re 

H. L. Green 

Hecht 
Helemano 








S. S. Kresge 

S. H. Kress _.... 

Kroger 

McCrory Stores __. 
McGraw Hill 

Marshall Field : 
May Dept. Stores __. 
Montgomery Ward 

G. C. Murphy 

J. J. Newberry 

Oahu Rwy. & Land . 

J. C. Penney Ride atte 
Red Owl Stores __.. 
Safeway Stores 

Sears, Roebuck — 
Storer Broadcasting —__... 
Strawbridge & Clothier 
*Thrifty Drug Stores __. 
Time eee 
Winn- Dixie Stores. _ = é 
F. W. Woolworth __... é 39 


Mininc & METALS 


Allegheny Ludlum Steel - | 
y7Aluminum, Ltd. —_... 19 
Aluminum Co. of Amer. ... 50 
Amerada Petroleum _. 12 
Amer. Metal Climax __ 

Amer. Smelt. & Ref. 
Anaconda 

Armco Steel 

Ashland Oil & Ref. 

Atlantic Refining 

Bethlehem Steel _ 
*Bridgeport Brass ____. 

Cerro de Pasco 

Cities Service __- 

Consol. Mining & Smelting 
Continental Oil 

Freeport Sulphur 

*Granite City Steel 

Gulf Oil : 

Halliburton Oil Well Cem. 
Honolulu Oil ac 

+Hudson Bay Min. & Smelt. 
Inland Steel 

yInternational Nickel 

Island Creek Coal __...._. 
Kennecott Copper _. 

Kern County Land ____- 
*Kewanee Oil —__. 

Louisiana Land & “Explor. 
Minn. Mining & Mfg. _._.. 31 
National Lead 
National Steel —......__... 42 
Newmont Mining 

New Jersey Zinc 

Ohio Oil 

*Peabody Coal 

Phelps Dodge 


PETROLEUM, 


TRUSTS AND ESTATES 


























































1957 1958 1957 1958 7 1958 5 5 
Phillips Petroleum - 128 1383 Central Illinois Lt. ——.... 8 9 I MN nae cconcced 4 Southwestern Pub. Serv. ... 4 6 
Consolidation Coal _.. 4 5 Central Illinois Pub. Serv. 9 9 Lee Telephone _ 1 Stamford Water 1 1 
>: |. ees vi 7 Central Louisiana Elec. - 0 2 Lone Star Gas 19 Tampa Elec. — 6 q 
Republic Steel -............ 8 15 Central Maine Pwr. __-.... 1 1 Long Island Lighting —..._ 3 2 Texas Utilities —_. 61 
Revere Copper & Brass __- 1 | Central & Southwest __ 48 52 Louisville Gas & Elec. 6 6 *Tucson Gas, El. Lt. & ‘Pwr. 0 1 
Reynolds Metals 3 2 Cincinnati Gas & Elec. ___.. 38 42 Madison Gas & Elec. _____.. 2 2 Union Electric (Mo.) —_.. a 
Richfield Oil 1 2 Cincinnati & Sub. Bell Tel. 2 2 Middle South Utilities _... 88 43 Temi Gia i en 67 70 
7Royal Dutch Petroleum —... 3 11 Cleveland Elec. Illum. -... 57 54 *Minneapolis Gas 0 1 United Gas Improvement . 6 . § 
Safway Steel Prod. —.._. 1 0 Colorado Interstate Gas __- 5 3 Minn. Pwr. & Lt. — 1 1 United Illuminating — 1 1 
Bt. veseee Leet... 2 4 Columbia Gas System —___.. 15 18 Miss. River Fuel 6 10 Utah Power & Light —...... 11 11 
Schlumberger Well Survey 1 1 Columbus & So. Ohio Elec. 7 5 Montana Power ——— 5 8 Virginia Elec. & Pwr. _.... 57 ' 68 
Hennes ON 1 0 Commonwealth Edison _.... 94. 97 National Fuel Gas — 4 5 Washington Gas Lt. —.._.. 5 5 
Shamrock Oil & Gas _ 1 2 Commonwealth Nat. Gas _. 2 3 New England Elec. System 11 11 *Washington Water Pwr. _. 0 5 
EE Ee eee eae 55 Community Public Serv. _. 1 1 New England Tel. & Tel. — 2 1 *West Coast Telephone _.... 0 1 
eae ee 59 Connecticut Lt. & Pwr. _..._ 6 7 *New Jersey Nat. Gas 0 1 West Fenn. Mies. uw FF 9 
Skelly Oil - 2 Consolidated Edison __. 40 45 N. Y. State Elec. & Gas _. 25 30 Western Mass. Cos. _....... 2 3 
Socony Mobil | Oil. 159 Consol. Nat. Gas _............. 48 56 Niagara Mohawk Pwr. —.... 51s 54 Wisconsin Elec. Pwr. - . 28 29 
*South Penn Oil 1 Consumers Power —_............ 44 = 57 Northern Illinois Gas —___. 10 9 *Wisconsin Pwr. & Lt... 0 1 
Southland Royalty — 1 : Dayton Pwr. & Lt. _...........28 27 Northern Ind. Pub. Serv. — 1 2 Wisconsin Public Serv. _... 7 7 
Standard Oil—California _. 88 108 Delaware Pwr. & Lt. _... 17 16 Northern Nat. Gas —........ 34 34 : 
Standard Oil—Indiana __. 98 96 Detroit Edison 15. 14 Northern States Pwr. 21 27 TRANSPORTATION 
Standard Oil—Kentucky —. 2 3 Dues Demet. S 7 Gn TN nce 438 49 Amer. Airlines —...... 2 2 
Standard Oil—New Jersey 181 227 Duquesne Light —... . 41 46 Oklahoma Gas & Elec. int ae 7 Atch. Top. & Santa Fe _.. 41 44 
Standard Oil—Ohio —.. 7 7 East. Gas & Fuel Assoc. - 1 1 Oklahoma Nat. Gas _........ 2 3 Buckeye Pipe Line —_.. 2 1 
Stonega Coke & Coal _. 1 1 El Paso Nat. Gas _............ 14 15 Pacific Gas & Elec. _.......... 60 =71 Carolina, Clinchfield & Ohio 2 2 
Sunray Mid-Continent Oil .. 3 5 Equitable Gas —................... 11 11 Pacific Lighting ae Chesapeake &, Ohio — 
Texas ..154 171 Florida Power _.. S$ 19 “Faciie Per. 6 2... 0 1 Denver Rio Grande Western 2 2 
Texas Pacific Coal & Oil - 2 2 Florida Pwr. & Lt. _ 15 23 Pactie Tel. & Td. 1 2 Eastern Airlines 0 1 
tien OF. a ee Gas Service ___ aon 2 ream, Der & is... 16, @ Gen. Amer. Transportation 31 34 
2 & ia a General Public Utilities | ae | Peoples Gas Light & Coke -~2 @ Great Northern _....... = «11——s—s<d18 
Venation <<, & 1 General Telephone 10 24 Philadelphia Elec. 2 TW Ore oie co. 0 1 
Virginia Coal & aera: | 1 Gulf Interstate Gas | 1 Pioneer Nat. Gas ___. 1 1 Kansas City Southern __.. 1 3 
ec: Woodward Iron __. 2 2 Gulf States Utilities a SS Portland Gen. Elec. ___ 3 4 Louisville & Nashville _._. 10 8 
n’s Youngstown Sheet & ‘Tube 3 5 Hackensack Water . 1 1 Potomac Elec. Pwr. _... 10 #10 N. Y., Chic. & St. Louis ... 1 1 
rge Hartford Elec. Lt. __ 2 2 Public Service Elec. & Gas 20 23 Norfolk & Western 19 622 
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Property: Gross and Net 


DDITIONS ARE MADE TO PROPERTY, 
A plant and equipment to provide fa- 
cilities for increases in output, to reduce 
labor or other costs, or to accomplish 
both objectives. Such additions to non- 
current assets are carried at original 
cost in the respective property accounts 
and the sum of the original cost values 
of all property still in use (not yet re- 
tired) can be identified conveniently as 
“gross property.” Gross property should 
include all items that have been fully 
depreciated if they are still in use. 


The property accounts and reserves 
for depreciation should both be cleared 
when property is retired through aban- 
donment or sale. If the retired property 
is not fully depreciated, its net book 
value (less salvage or sale price) should 
be charged against income for the pe- 
riod during which it was abandoned, or 
may be charged (there are conflicting 
opinions) against retained earnings 
without passing through the income ac- 
count. When there is a group of identi- 
cal units some accountants will charge 
the net book value of individual units of 
retired property to the depreciation re- 
serve. 


The accounting test for reducing gross 
property should be retirement from use 
and not the fact that it may be fully de- 
preciated. Unless there is a deviation 
from these accounting practices, gross 
property will be the sum of the cost 
values of all property that still contri- 
butes to the production of business in- 
come. By definition, therefore, there is 
a relationship of income to gross prop- 
erty even though such relationship will 
be clearly non-functional and will vary 
among individual companies and with- 
in the same company at different times. 


Management should contemplate a 
favorable income effect from increases 
in gross property even though the re- 
sulting change in income can seldom be 
predetermined with precision. 
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PROPERTY, PLANT AND EQUIPMENT 


EVALUATION FOR COMMON STOCK INVESTMENT 


With companies, notably chain mer- 
chandise organizations that abandon 
progressively from year-to-year uneco- 
nomical locations in favor of larger and 
better equipped sales sites, it is also es- 
sential to ascertain the extent to which 
earnings (after adjustment for income 
tax effects) have been reduced by writ- 
ing off fixtures and other assets aban- 
doned or sold before becoming fully de- 
preciated. 


Unfortunately, it is acceptable ac- 
counting procedure in published reports 
to bury such write-offs on the grounds 
that the amounts involved are “not ma- 
terial.” A write-off that is “not material” 
in amount during a prosperous year, 
however, may become quite material if 
written off in a year of reduced income. 


If published reports do not disclose 
property write-offs (undepreciated book 
value less salvage or sales price) this 
amount may be “squeezed out” if the 
report does disclose the amount of prop- 
erty additions at cost and the amount of 
depreciation accrual for the period. 


The squeezing-out process for deter- 
mining the approximate net book value 
of property retired during 1957 (there 
may be other adjustments in the prop- 
erty account) by Westinghouse and Gen- 
eral Electric follows: 


Cost Value of property beginning of 1957 - 


Cost Value of property added 1957 __ 


Total 


Less—Cost Value of property end of 1957 - 
Cost Value of property retired during 1957 ___ 


Accumulated depreciation beginning of 1957 __ 
Depreciation actrual 1967 3 


i i a ce aie 
Less—Accumulated depreciation end of 1957 


Accumulated depreciation on property retired 1957 


Net Book Value of property retired during 1957 


Pre-Tax income for 1957 





The maximum write-off taken on prop- 
erty retired during 1957 represented 
about 4.4% of pre-tax income for West- 
inghouse and 1.9% for General Electric. 
It may be noted, however, that the maxi- 
mum property write-off for Westing- 
house in 1957 of $6.1 million exceeded 
the total of Westinghouse’s pre-tax in- 
come of $5.3 million for the preceding 


year 1956. 


The analyst is interested in the fact 
of property write-offs as indicative of de- 
veloping obsolescence, inadequate depre- 
ciation accruals, overstated past earn- 
ings, and other factors that bear upon 
the appraisal of future prospects for the 
company’s securities, particularly its 
common stock. 


Interpreting Gross Property: 
Additions and Retirements 


It may not be essential to squeeze out 
the book value of property retired for 
each year when the changes in gross 
property can be calculated more mean- 
ingfully for a longer period that will 
show a trend. The property data for 
duPont (see next page) are significant. 


We can compare total property addi- 
tions with total retirements for the ten 









































W estinghouse G.E. 

(Millions of Dollars) 
$631.5 $1,419.7 
70.0 153.6 
$701.5 $1,573.3 
683.4 1,511.8 
18.1 61.5 
ee $314.5 $ 706.4 
phos 48.4 119.4 
ee cal $362.9 $ 826.3 
bee One ee. D 350.9 774.7 
olde SY 12.0 61.6 
nee he ee $ 6.1 $ 9. 
St erica ae $139.5 $ 508.2 








TRUSTS AND ESTATES 





p- 
ed 








DU PONT PROPERTY DATA 
(Millions of Dollars) 


Gross 


Property 
RE hie $1,734.9 
c= | NRE: SENRene nee en EN 1,556.6 
Nein ccm acorns 1,437.1 
ASE I ARE Sia ee er nw one 1,356.5 
a ERNE 0 1,273.3 
IR oak nadhndacstincspallsindiiceietiates 1,178.1 
| RESRTR aorseare aie asa 1,077.4 
CE Sie htneitisinc a Ssiian linglonded ebacc 963.7 
thickets tecsadptoigeceenaes 866.5 
BE sitet cennnetdgarno ene 809.0 
Total for 10 years _.._____.. 
a SAEs ce 688.0 


Annua! Accumulated 
Additions Depreiation Depreciation 
$ 220.3 $ 122.0 $1,032.5 
156.7 115.2 954.1 
118.7 118.5 875.6 
119.8 112.8 801.3 
135.1 110.8 721.2 
126.3 95.3 640.2 
135.5 83.9 564.3 
113.6 77.5 502.1 
85.6 72.5 444.1 
116.7 17.2 396.0 
$1,328.3 $ 985.7 
326.4 





years 1948-1957 and with the total pro- 


vision for depreciation for this period: 


Cost Value of property begin- 


ning of 1948 - $ 809.0 
Cost Value of “additions -1948- 

EE ee ee ; 1,328.3 

etek - - $2,137.3 
Cost Value of property end of 


Ee . . 1,734.9 


Cost Value of property retired 


during 10 years ____.. _$ 402.4 
Accumulated depreciation begin- 
ning of 1948 - $ 396.0 
Depreciation accruals 1948-1957 985.7 
Total... : -$1,381.7 
Accumulated Depreciation ¢ end of 
WI ot niecsctase-Contetacncaccuaene _ 1,032.5 
Accumulated Depreciation on 
property retired dictates 10 
years - <a $ 349.2 
Cost Value of property retired 


during 10 years ___.____. 9» 88:2 


While average annual additions to 
property during the ten year period were 
$132.8 million, the average annual cost 
value of property retired during this 
same period averaged $40.2 million. De- 
preciation accruals during the 10 year 
period averaged $98.6 million annually. 

Capital additions exceeded total de- 
preciation for the ten years by $342.6 
million but depreciation exceeded the 
cost value of retired property by $583.3 
million. 

While the replacement cost of the 
property retired would be considerably 
greater than the total of original costs of 
$402.4 million, the depreciation taken 
during this period of $985.7 was 2.45 
times as great as the aggregate cost value 
of the property retired. 

\f we adhere to the notion that all 
property still carried on the books con- 
tributes in varying proportions to earn- 
ins power to a degree that cannot be 
measured satisfactorily by the extent to 
which it has been depreciated, we gain 
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some insight by matching the cost value 
of retired property with the amount of 
depreciation taken during the period in 
which the property was retired. This is 
particularly true for an enterprise that 
is growing. If a business is contracting 
the necessity for full replacement of re- 
tired property is reduced. 


Gross Property as a Determinant 
of Earning Power 


Random selection among major com- 
pany financial reports shows: 

1. A substantial number of im- 
portant companies present a 10 year 
summary of financial and operating 
data. 


2. An increasing number of com- 
panies now show gross property (in 
addition some show property net of 
accumulated depreciation) for each 
of the 10 years. 


Among the major companies report- 
ing gross property for each year over a 
10 year period are: Westinghouse, Al- 
lied Chemical; Air Reduction; Dow 
Chemical; American Brake Shoe; Amer- 
ican Viscose. 

With the widely varying depreciation 
policies available under the liberalized 
1954, Revenue Code and the accelerated 
amortization of emergency facilities, net 
property has become more tenuously re- 
lated to sales and earnings. 

For analytical purposes, while it ad- 
mittedly has theoretical drawbacks which 
tend to disturb orthodox accountants, 
the use of gross property does, in our 
judgment, provide a better basis for se- 
curity valuation than net property which 
is more readily accessible (for peiods of 
years) in annual reports. 

Refined analyses of property accounts 
that reflect all adjustments cannot rely 
upon squeeze-out techniques but neces- 
sitate tabulation of the data found in 
the property schedules (Nos. V and VI) 
of the 10-K report filed with the SEC 


for each year under review. 
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The relationship of total» revenue to 
property which has been described tra- 
ditionally as the “turnover of fixed as- 
sets” and expressed as a multiple is an 
analytical misnomer. All so-called turn- 
over ratios acquire more meaning when 
expressed as “cause and effect relation- 
ships” like “dollars of total revenue per 
dollar of property” or “dollars of sales 
per dollar of inventory at sales value.” 
The expression of these and similar 
“turnover” relationships in this form 
conveys the fact that larger sales may be 
expected normally to follow increases in 
property and inventory. The turnover 
form of relationship expressed as a mul- 
tiple emphasizes the investment aspect 
and suggests that this ratio may be im- 
proved by decreasing investment in prop- 
erty as well as by increasing the volume 
of sales. 

While the investment approach to the 
relationship of sales to inventories is 
meaningful in that inventories can be 
reduced by letting them run off without 
full replacement, it is not feasible, over 
the short-run at least, to reduce proper- 
ty. The immediate solution of an imbal- 
ance between sales and gross property 
is to increase sales. 

A low ratio of sales to property either 
may be interpreted as indicative of to- 
be-realized growth potential or as the re- 
sult of injudicious forward planning. 
Rising construction costs stimulate an- 
ticipatory investment in property as we 
tend to build ahead of immediate fore- 
seeable needs. Another factor contribut- 
ing to imbalance between gross property 
and sales or gross property and net in- 
come, is the time element. It may take 
five years (during which gross property 
increases to reflect construction and 
starting-up expenditures) before a new 
chemical plant begins to throw-off net 
income. During the gestation period of 
the property addition, gross property ac- 
count is increasing and at the same time 
net income may be reduced by the costs 
(charged to income) of placing the new 
facilities on stream. 

Purely quantitative aspects of the 
property-sales and the property-net in- 
come relationship test the interpretative 
skills of the security analyst. This fact is 
illustrated by the skeletonized compari- 
son of duPont and Dow Chemical over 
the 10 year period 1948-1957. 





If we impute (which can never be sub- 
stantiated as completely realistic) the 
increases in total revenue and net in- 
come to the increases in gross property 
we find for the 10 years 1948-1957: 

For each dollar increase in gross prop- 
erty: 


DuPont increased total revenue ___ $1.07 
DuPont increased net income _.... AT 
Dow increased total revenue _________ Py i | 


Dow increased adjusted net income .06 


These incremental increases compare 
with the relationships in 1948 as fol- 
lows: 

For each dollar of gross property at 
the end of the year: 


DuPont had sales during the year 

ares fe eee nae ce 

DuPont reported net income for the 
SS ES 

Dow had sales during the year of — .76 

Dow reported adjusted net income 
2 a 


On the basis of the historical relation- 
ship, duPont improved its net income 
per dollar of gross property during the 
ten year period. The ratio of Dow’s net 
income to gross property for 1948 was 
more than double this relationship bas- 
ed upon the ten year increments. 

For the ten years ended Dec. 31, 1957 
it appears that duPont had made a 
more effective employment of its in- 
creased investment in gross property 
than had Dow Chemical. 

What are the growth potentials of 
both companies? It can be alleged that 
Dow has productive properties in hand 
that have inherent growth potential 
while duPont has realized more fully the 
increases in revenues and net income 
that stem from the increased investment 
in gross property. 

At this point the analyses depart from 
historical data and deal with forecasts. 
We must make judgments as to the abil- 
ity of Dow to utilize fully the facilities 
represented by its increase in gross prop- 
erty of $650 million (284%) in the ten 
year period. How quickly will this full 
utilization come? What pressure on sell- 
ing prices will be generated by capacity 
that is not fully utilized? 

Was duPont’s increase in gross prop- 
erty of $925.9 million (114%) ultra- 
conservative in the same frame work as 
Dow’s long range planning? 


(Millions of Dollars ) 





DuPort Dow Chemical 
Gross Total* Net* Gross Total Net** 
Property Revenue Income Property Revenue Income 
1957 report _.. $1,734.9 $1,964.6 $265.7 $879.4 $634.7 $ 55.6 
1948 report . 809.0 977.8 108.6 229.2 174.4 22.0 
Increases _..... $ 925.9 $ 986.8 $157.1 $650.2 $460.3 $ 33.6 


*Excludes income from investments; **Adjusted to include 48% of interest on long-term debt. 
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The established ability to maintain net 
income in proportion to additional in- 
vestment in property is a tangible evi- 
dence of managerial effectiveness. It is 
more tangible than the expectation that 
such effective utilization of property in- 
vestment lies in the future. 


Security analysts cannot reduce prop- 
erty-revenue and property-net income 
relationships to purely quantitative meas- 
ures of historical performance. The 
knowledge of future prospects and plans 
and the ability to evaluate them is a 
necessary supplement. 


In Part II of this study we will relate 
gross property to added value and its 
components in an attempt to obtain fur- 
ther enlightenment as to the significance 
of gross property as a factor in business 
growth. 


Abstracts from recent talks by 
officials of companies whose 
securities are of interest to 

institutional investors. 


CONSUMERS POWER CO. 
Dan E. Karn, president 


Despite increased volume 1958 earn- 
ings dropped below 1957 because of 
higher costs and inadequate electric 
rates. 100,000 farm customers, the 
largest number served by any company. 
used an average of 3,905 KWH in 1953. 
15% above the national figure, but ihe 
average rate of $.223 per KWH was 
about 12% below that figure. 

Payroll increases aggregated $2.8 mil- 
lion for the final 10 months of 1958 of 
which $1.9 million was charged to opera- 
tions. Further wage increases in 1959 
will lift annual payroll another $1.9 mil- 
lion. 

New plant raised debt service costs 
$2.9 million over 1957. Earnings avail- 
able for the common decreased $1.3 mil- 
lion. 

Hearings on the company’s petition 
for rate increases have been completed 
and decision of the Michigan Publi 
Service Commission is awaited en the 
additional $15.3 
volved. 

For the twelve months ended Januar) 
31, 1959 earnings per share rose to $3.2) 
compared with $3.16 for last year. 
New York Society, March 4th 


million revenues in- 


DOW CHEMICAL CO. 


Cart A. GERSTACHER, vice-president and 
treasurer 
In 1958 cash dividends only were paid 
(Please turn to page 355) 
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Pictorial Bank Report Covers 





The annual reports to stockholders of more and 
more banks have become not only interestingly infor- 
mative but are also being presented in attractive text 
layout and design. This year, however, the editors were 
so impressed by the really beautiful color illustrations 
used on the covers of some two-score banks that we de- 
cided to reproduce those representative of the various 
themes, color processes and styles. It was an embarrass- 
ment of riches — and of reproduction costs — and re- 
quired exclusion of many fine covers, including those 
with unusually attractive bank building pictures. 


Originally it was intended to reproduce the 
“finalists” in color, but color separation and other tech- 
nicalities and exhorbitant costs of present processes 
ruled this out. However, the array was so impressive 
that we wished our readers to get a fair idea of the pos- 
sibilities of this “color packaging” of the annual report 
method of communication and we have, in the following 
pages, published those which lend themselves to black- 
and-white reproduction. In doing so it was necessary to 
eliminate a number of other most excellent cover designs 
such as those of the First National Bank of Arizona 
(Phoenix), Southern Arizona Bank & Trust Co. 
(Tuscon), Union Trust Co. (Washington, D.C.), 
Continental Illinois National Bank & Trust Co. (Chi- 
cago), Liberty National Bank & Trust Co. (Louisville), 
First National Bank (Paterson, N.J.), Bankers Trust 
Co., Chase Manhattan Bank and Grace National Bank 
(New York), Fidelity Trust Co. and Mellon National 
Bank & Trust Co. (Pittsburgh), and Citizens & Southern 
National Bank (Charleston, S.C. ). 


Trusts and Estates hopes that this unusual feature 
— perhaps the first of its kind to be published in the 
banking field — will be helpful to trust institutions gen- 
erally and make a real contribution to the further devel- 
opment of the annual report as a most valuable means 
of communication. 
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jo the amount of $1.20 a share; in 1957 
sock dividends of 2% were paid in addi- 
tion to cash dividends. Resumption of 
sock dividends was predicted during 
fscal 1960. 

Earnings of $1.78 a share were re- 
ported for the fiscal year ended May 31, 
1958, which the Dow officer described 
as “inadequate” to support the current 
cash dividend rate. 

New York Society, March 16th 


E. I. DuPONT de NEMOURS AND CO. 


VW. H. Hopkins, assistant to treasurer 


1959 sales are expected of around 
$1,965 million, the level reached in 1957, 
33 compared with $1,825 million for 
1958. 1958 net should approximate $7.25 
ashare vs. $8.48 in 1957. No forecast of 
1959 earnings was made. 

Recearch and development will run 
phout $90 million for 1959, approxi- 
mately the same as for 1958. 

Los Angeles Society, March 2nd 


ASTMAN KODAK CO. 


J. DoNALD FENSTER 

Total sales for 1953 were up 4% 
om the previous year to $828.8 million 
ith net income rising about 1% to 
898.9 million. Chemicals, man-made 
ibres, and some photographic products 
showed sales expansion. 

Many new products registered strong 
initial progress while others hold 
promise of expanding markets, particu- 
larly Kodel, a new polyester fibre in- 
troduced in the fall of 1958. 

Dividends from associated foreign 
companies rose 20% to $9.2 million. 
These companies invested $16.3 million 
in capital expenditures in addition to the 
$99.1 million outlay in the U. S. 

Cleveland Society, March 4th 


HEWLETT-PACKARD CO. 


Davin PAcKarD, president 

Wittiam R. HEWLETT, executive v.p. 

W. Nori Exprep, v.p. marketing 

BeRNarD OLIVER, v.p. research and de- 
velopment 

Nort E. PorTer, v.p. manufacturing 


Company is the world’s largest manu- 
facturer of electronic measuring instru- 
ments with a line of over 350 precision 
struments and accessory devices, sold 
inthe U. S. and 31 foreign countries. 

Sales for the fiscal year ended October 
31 totalled $30.3 million compared with 
the 1957 total of $27.9 million. Sales for 
the first quarter of fiscal 1959 of $7.9 
million were up $1.2 million from the 
Previous year. 

1959 sales are expected to exceed the 

million previously forecast with 
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about $5 million being from new instru- 
ments introduced in 1958-59. Over 60% 
of 1958 volume was in products intro- 
duced since 1953. Over $2 million was 
spent for research and development in 
1958. 

Net income for 1958 of $2.2 million 
was retained in the business. Company 
had no indebtedness at the fiscal year 
end. The expansion program of $4 mil- 
lion will be financed without financing. 

Per share earnings of 90 cents for 
fiscal 1959 are contemplated against 72 
cents for 1958. 

New York Society, March 24th 


MERCK & CO., INC. 


Joun T. Connor, president 


Domestic consumer spending for 
prescription drugs has risen from $336 
million in 1945 to $1.7 billion in 1957. 
Foreign sales will likewise continue to 
grow in importance; since World War 
II overseas sales of ethical drug com- 
panies have risen more rapidly than for 
almost any other industry. 

Profit margins have improved from 
9% in 1953 to 13.4% on consolidated 
net sales in 1958. In 1957 the margin 
was 12.4%. 

Research and development expendi- 
tures in 1958 aggregated $17.1 million 
of which $14.7 million, compared with 
$13.1 million in 1957, went fer pre- 
production purposes and the balance for 
actual manufacture. 

Capital expenditures in 1958 reached 
$16.7 million plus $1.7 million abroad. 

Sales rose $20 million (10%) io 
$206.6 million in 1958 while 1958 net 
income increased about 20% from $23.1 
million to $27.1 million. 

New York Society, March 9th 


STANDARD BRANDS, INC. 


JoeL S. MITCHELL, president 


Over the long term higher volume for 
the food industry is indicated by ac- 
celeration of population growth, higher 





per capita disposable income and con- 
tinuation of a high allocation of con- 
sumer expenditures for food. 

For the first quarter of 1959, net in- 
come is expected to exceed the $1.11 re- 
ported last year. Dollar volume should 
equal the record quarter sales of last 
year despite lower prices on important 
product lines. Low coffee prices will tend 
to limit dollar sales gains in 1959, al- 
though profit margins on coffee products 
are expected to be maintained. 

Research and development is being 
conducted on yeast and pharmaceuticals 
as well as new food products. New prod- 
ucts were introduced to the hotel, restau- 
rant and baking trades and several 
starches and dextrins were offered to the 
paper and textile industries, 

Sales of the unconsolidated Interna- 
tional Division Subsidiaries reached a 
record high of $27.2 million in 1958 
with net income of $1.0 million against 
corresponding 1957 sales and income of 
$26.9 million and $1.5 million. 

New York Society, March 12th 


UNITED STATES RUBBER CO. 


H. E. Humpueeys, Jr., chairman 


First quarter 1959 profits are running 
at about the same rate as in the final 
quarter of 1958 which showed $1.25 a 
share. Sales of $950 million are forecast 
for this year with minimum earnings of 
$4.50 a share, compared with $871 mil- 
lion and $3.05 for 1958. 

About 50% of sales volume are tires, 
composed of original equipment and re- 
placements. Foam cushioning, coated 
fabrics, motor parts and plastics, to- 
gether with original passenger tires 
furnished to motor car manufacturers, 
represent about 20% of the company’s 
business. Foreign business contributes 
another 20% to volume. 

Capital expenditures during the cur- 
rent year will reach $30 million against 
depreciation of $25 million. 


New York Society, March 3rd 








Institutional Research Department 


Continuing and comprehensive research 
is conducted in the following fields: 
Paper Industry 
Glass Industry 
Non-Ferrous Metals Industry 


Reports are available. We invite your inquiry. 


BURNHAM*AND COMPANY 


MEMBERS NEW YORK AND AMERICAN STOCK EXCHANGES 


15 BROAD STREET, NEW YORK 5, N. Y. 
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Supreme Court Holds Variable the annuitant, none on the company... not share in the investment experience. § Dec 
Annuities Subject to S.E.C. the concept of ‘insurance’ involves some “But the situation changes where the 

Reversing the Court of Appeals for investment risk — taken on the part of coin of the company’s obligation is no! 
the District of Columbia (T&E, June the company . . : the risk of mortality, money but is rather the present condi. 
1958, p. 549) the Supreme Court on assumed here, gives these variable an- tion of its investment portfolio,” Justice , 
March 23rd held that the new variable Uities an aspect of insurance. Yet, it is Brennan observed. “To this extent, the Wa 
apparent, not real; superficial, not sub- historic functions of state insurance - 


stantial . . . in common understanding regulation become meaningless. Pre. = 
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annuity is subject to regulation under 


the Federal securities laws. In a 5-4 de- z os . . 
cision the Court granted the S.E.C. au- insurance involves a guarantee that at scribed limitations on investment and 


least some fraction of the benefits will examination of solvency and _ reserves 
be paid in fixed amounts. The compa- become perfectly circular to the extent 
such annuity contracts publicly without nies that issue these annuities take the that there is no obligation to pay except é 

registering them under the Securities risk of failure. But they guarantee noth- in terms measured by one’s portfolio.” am 


Act of 1933 and complying with the In- 18 * the annuitant except an interest The concurring opinion then exam- | 
vestment Company Act of 1940. The Na- 1 4 portfolio of common stocks or other ined the Investment Company Act, not: ie 
tional Association of Securities Dealers @duites -- - ing that in its philosophy, extending be- § plan 
as petitioner and the Equity Annuity In his concurring opinion, Justice yond simple “disclosure,” it is relevant me 
Life Insurance Co. as respondent, were Brennan stated that if it were not for to the new variable annuity contracts. tion 
allowed to intervene. The majority opin- the specific insurance exclusions from “. . . the traditional state insurance de- | 
ion was rendered by Justice Douglas, a regulation under the Securities Act and partment regulation . . . simply does not It 
former S.E.C. chairman. A concurring Investment Company Act, there would touch the points of definition of invest: he 
opinion by Justice Brennan is extreme- be little doubt about the applicability of ment policy and investment technique. o2 
ly convincing in its thorough analysis these laws to the variable annuity. He and control over investment policy BP’ 
and masterful presentation and we com- then analyzed the reasons for such ex- changes and over the interests of the men fp UP! 
mend its study to our readers. emptions. It certainly is not to avoid who shape the policies of investment and f of B 

Justice Douglas in his majority opin- concurrent regulation of investment com- furnish investment advice that the 1940 BP" 
ion noted the argument that Federal law panies by Federal and State commis- Federal Act provides.” j and 
could not supersede State law in regulat- sions, in fact jurisdiction of the latter is While admitting that the variable an- able 
ing insurance and that under the scheme preserved generally in both laws. Con- nuity had many elements of conventional form 
of the exemptions in both the Securities gress evidently felt that there was aform jnsyrance and a real annuity feature. will 
and Investment Acts variable annuity of “investment” termed insurance lack- Justice Brennan observed that it meant — 
companies would be similarly excluded ing those problems that the regulatory  |ittle to peg the problem on the issue of y- 
if they were actually insurance compa- measures were framed to deal with and whether the variable was “really” insur- “ 
nies regulated by the States as such. The adequately supervised by a type of state ance or “really” securities. “. : Ado stant 
question, however, is whether variable law making the federal quite irrelevant. istering them. . . ali dade wiki. M | 
annuities are insurance contracts. Even But it did not have in mind an entirely stantial and in fact predominant element 
though the States speak with “the au- new form of investment contract called of the business of an ial com a 
thority of a long tradition” in the field “insurance,” such as the variable an- pany,” and that in a way totally differ- ae: 
of insurance, the majority emphasized nuity, when it excluded insurance from ent Coen the traditional business of in- we 
that “the meaning of ‘insurance’ or ‘an- the Acts. So the “functional distinction” surance as traditionally regulated bv Ay 
nuity’ under these Federal Acts is a fed- that Congress established should be  gtate Jaw. The Justice then went through eS 
eral question.” looked into in order to determine wheth- 4 detailed exploration of the operation is pr 


In analyzing the nature of the variable & it would have left the variable an- of one of Variable Annuity Life Insur- hand 
annuity, Justice Douglas pointed to the uty exclusively to state jurisdiction. ance Co.’s contracts illustrating this the- able 
major distinction from the more conven- The nub of the Securities Act is full sis. His observation on the pay-out period f° 
tional annuity contract — the investment disclosure so that the investor can make of the variable is particularly cogent: tion 
of premiums in equities and the payment a free and informed choice. By contrast, “. . . the investor is more vitally inter-§°™ 
of benefits in varying amount dependent state regulation seems “paternalistic,” ested in the investment experience of the lo ra 
on the success of investment policy. He prescribing contract clauses, supervising company at this period than he ever was iffer 
also noted the basic similarity — the reserves through official examination, in the pay-in period, and in a way more lary 
risk of mortality is assumed in both con- etc. This makes logical the exclusion vitally than any holder of an open-end Dec, 
tracts. Actuarially they are both calcu- from the Federal Acts of traditional life investment company certificate, or */:are Tecto 
lated similarly. But “the variable an- insurance and annuities with fixed dol- in a publicly traded closed-end company neti 
nuity places all the investment risk on lar obligations where the investor does ever is: he has become compic'ely tori 


thority to enjoin the Variable Life In- 
surance Co. of America from offering 
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ocked in.’ He obviously cannot draw 
down the present value of his ‘units’ 
once the option to receive annuity pay- 
ments has been exercised; he cannot 
‘cash in his chips’ that he bought in the 
faith of the management of the fund...” 
Congress intended a broad coverage of 
the Securities and Investment Company 
Acts and the variables have the very 
same regulatory problems it was hoping 
tosolve by them. 


Decision Aftermath 


At the time of this writing the Pru- 
dential Insurance Co. is expecting ap- 
proval by the New Jersey Legislature of 
legislation enabling it to enter the vari- 
able annuity insurance field. Pru has 
heen one of the most persistent propo- 
nents of this new type of insurance con- 
tract. While chances for the legislation’s 
passage had been considered good prior 
to the Supreme Court decision, defini- 
tin of regulatory jurisdiction appears 
toinsure its success. Prudential, as noted 
previously in this column, has an- 
nounced its decision to go ahead with 
plans for the sale of variable contracts 
regardless of the outcome of the litiga- 
tion. 


It will be at least a half year before 
the Company will be in a position to sell 
its contracts after the legislation is ap- 
proved (it already has administrative 
approval). The New Jersey Department 
of Banking and Insurance will have to 


promulgate regulations. Following this 


and clarification of any special applic- 
able regulations and amendments to be 
formulated by the S.E.C., the company 
will be set — in New Jersey. But other 
thin making a start with group policies. 
it will not consider the venture worth 
vhile until approval is given by a sub- 
tantial number of State Commissioners. 
No serious legal barriers are contem- 
lated in most jurisdictions, although 
‘ome supervisory officials are under- 
tood currently to be not too friendly 
to the variables. 


Another smaller company in the proc- 
‘8 of organizing prior to the decision 
8s proceeding with its plans. On the other 
hand, the Government Employees Vari- 
ble Annuity Life Insurance Company 
recently sent the following communica- 
lon to ‘he shareholders of its affiliated 
‘ompanies through whom it had planned 
raise $714 million after deferring the 
iflering initially scheduled for last Jan- 
lary pending the Court decision (T&E, 
Dee, 1958, p. 1145) “The Board of Di- 
"etors of the Company at a regular 
heetine held on March 25, 1959 au- 
thorize: the Management to make a 
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careful study of the effect upon our Com- 
pany of the Supreme Court decision, the 
regulations that may be promulgated by 
the Securities and Exchange Commis- 
sion, and the relationship of such regu- 
lations to the applicable regulations un- 
der State Insurance Laws. As soon as 
the study has been completed, stockhold- 
ers of Government Employees Insurance 
Co., Government Employees Life Insur- 
ance Co. and Government Employees 
Corp. will be advised of the results of 
this study and of the Company’s plans 
for the future.” On the same day, March 
30, as the Government Employees Vari- 
able sent out this notice, the S.E.C. sent 
invitations to officials of the National 
Association of Insurance Commission- 
ers and the North American Securities 
Administrators to meet with it in Wash. 
ington to consider the mutual problems 
of regulation involved in the issuance 
and sale of variable contracts. 

What will the investment companies 
do? The potential competitive threat is 
now close to becoming a reality. There 
may be some rear guard delaying action 
of some kind — there is still talk of un- 
fair tax advantages. But the fact that 
the public has a hearty appetite for just 
such an investment vehicle is attested 
to by the recent annual report for 1958 


of the original variable — College Re- 
tirement Equities Fund. Policyholders 
increased to 50,000, up nearly 12,000 
from the end of 1957. Total assets were 
$90 million. The safe bet is that the mu- 
tuals will themselves go into the variable 
business either through the organization 
of insurance companies of their own or 
the purchase of existing ones. 

Investors Diversified Services, which 
accounts for close to 25% of all mutual 
sales volume in the country, has already 
announced its intention of entering the 
field (T&E, Aug. 1957, p. 774). In form- 
ing his own insurance company over a 
year and a half ago, this column quoted 
President Joseph M. Fitzimmons as ex- 
pressing a need for the variable annuity 
and further stating that I.D.S. “wants to 
be in a position to meet the growing de- 
mand for this life insurance service as 
soon as life insurance companies can do 
so.” It is pertinent to note that one of 
the provisions of the New Jersey legisla- 
tion is that either a domestic or foreign 
company selling variable contracts must 
have “been éngaged in transacting the 
business of life insurance for a period of 
at least 2 years.” This would seem to 
give I.D.S. a head start over the other 
mutuals in New Jersey, in the event they 
organize their own variable companies. 
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Three Funds Acquire Personal 
Holding Companies 


Three investment companies have re- 
cently acquired the assets of personal 
holding companies in exchange for their 
shares, marking the establishment of a 
general practice which was noted in this 
column last year as a definitely increas- 
ing trend. Lehman Corp. acquired the 
assets of the Peacock Corp. valued at 
$11,797,487 in exchange for 390,516 of 
its own shares. This is the fourth such 
transaction Lehman has arranged since 
last August. 

Two similar transactions have also 
been announced. Lazard Fund, a com- 
parative newcomer on the scene, has ac- 
quired the assets of the Alton Summit 
Co. valued at over $114 million in ex- 
change for shares of its capital stock. 
The third deal was completed by the 
Johnston Mutual Fund which added the 
portfolio of the Mortimer and Walling 
Securities Corp. valued at $314 million. 

The structures of the three acquiring 
investment companies differ in one par- 
ticular respect, although all have only 
one class of shares outstanding. John- 
ston is a conventional mutual selling its 
shares continuously at asset value with- 
out benefit of sales load and redeeming 





: A mutual fund k 
investing in common stocks 
. FUNDAMENTAL . 
; INVESTORS, INC. . 
: A balanced fund Z 
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- GROWTH STOCK =: 
FUND, INC. : 
: Prospectuses available from 
* HUGHW.LONG ano COMPANY ° 
z Incorporated : 
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also at asset price. Lazard shares are sold 
over the counter, but are redeemable at 
asset value less a redemption fee of 1%. 
Lehman Corp., of course, is listed on the 
New York Stock Exchange and its shares 
are non-redeemable. 


A A A 


SIDELIGHTS 
(Continued from page 336) 


BETTER Focus ON 
TRUSTEE ASSETS 


Because of the interest which students 
and active participants in the investment 
world have concerning the investment 
preferences and potentials of leading in- 
stitutional groups, TRUSTS AND EsTATES 
presents from time to time estimates, the 
latest of which appeared in the Febru- 
ary 1959 issue at page 96. 

This comparative compilation, which 
excluded Government bonds held by 
the seven groups, estimated (all totals) 
corporate bonds of about $80 billion, 
$18.6 billion in preferred stocks and 
$84.9 billion in common stocks, which 
were compared with total value of all 
New York Stock Exchange stocks of 
$196 billion and bonds of $106 billion. 
The reference dates for the group hold- 
ings ranged from the 1957 year-end to 
the middle of 1958 due to varying avail- 
ability of data, while the Stock Exchange 
values referred to the end of 1957, al- 
though this reference date was inadvert- 
ently omitted in the presentation. 

The subhead of the article stated that 
“trust institutions hold majority of $180 
billion total of stocks and corporate 
bonds,” which referred to our estimate 








of assets under trustee administration of 
about $108 billion vs. the $183.5 billion 
total of all seven combined groups, or 
59%. Although correctly stated, some 
readers seem to have construed this to 
mean that institutional investors are in 
control of more than half of the stocks 
and bonds listed on the Exchange. The 
figure comparison was used only as a 
gauge of overall institutional importance 
and with no intention of making such an 
obviously incorrect claim. 

In this connection, it should be noted 
that the Exchange’s 1959 Fact Book es. 
timates that combined stock holdings of 
all institutional investors have risen in 
market value from 12.4% of total list- 
ings in 1949 to around 16% at the last 
two year ends. Their calculation, how. 
ever, does not include holdings of per- 
sonal trusts under management of corpo. 
rate trustees, although common trust 
funds and corporate pension funds are 
included. Personal trust stockholdings 
are very substantial and would doubtless 
boost this figure appreciably. 

While there is no central reporting 
point for trustee activities and varying 
valuation and _ accounting practices 
would tend to distort figures, TRUsTS 
AND Estates believes that overall 
“educated guess” is not far from repre- 
senting the true facts of trustee signifi- 
cance as the largest capital source in the 
United States today. The tremendous 
total of $108 billion shown is made up 
of all types of stocks and bonds, listed 
and unlisted, stock in family corpora- 
tions, real estate of all descriptions, 
mortgages and other miscellaneous val- 
ues. 
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A Balanced Investment Fund 


Company invests in a portfolio 
balanced between bonds and 
preferred stocks selected for 
stability, and common stocks 
selected for growth possibilities. 
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se Bullock Fund ne Seiad 109.8 61.0 $365.7 361.4 2.62 4.26 269.2 2.91 
Or — | 761 $249.8 246.7 | 2.75 4.81 135.8 3.05 
the Diversified Investment Fund, Inc.***(c) __ ~~ — $285.2 233.0 | 4.06 2.50 185.5 4.14 
NG a I a it eesiecems 109.0 62.1 $295.4 292.5 2.87 2.71 225.0 3.09 
up f TERE al _- — f446.4 441.7 2.04 2.85 373.6 2.28 e 
Pe | Eaton & Howard Stock _....__ sos ot 107.1 62.7 $442.5 7436.7 2.30 1.62 +369.9 2.49 
I asec adit — — $431.5 7423.6 2.97 3.41 7343.5 3.46 @ 
ora- Fundamental Investors 105.2 64.8 $481.3 $472.4 2.48 2.16 7383.9 2.98 
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© Investment Co. of America _. — 69.0 %$270.6 366.5 2.43 4.56 237.7 2.59 
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: » Massachusetts Investors Trust 110.7 50.7 $402.3 7391.1 2.95 0.91 7354.9 3.38 
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Wall Street investing. Gore: (a) — — $409.2 +403.7 2.90 1.21 7369.4 3.06 e 

| AVERAGE: STOCK FUNDS fi 107.4 | 62.5 4955.9 350.9 | 2.72 3.00 261.7 2.96 

) 900 STOCK INDEX (Standard & Poor’s)n 107.5 | 59.8 $458.7 443.9 —_ -- — _ 

» CONSUMER PRICE INDEX (| SS oo 99.7 207.9 _ —_ — _— —_ 

Base index number of 100 is the offering price on Dec. 30, 1939. 

j (OL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective COL. 17 represents figure obtained by dividing such dividends accruing over 
ates indicated are added all capital distributions to such date and the re- the annual period ending with the stated date by the average of the twelve 
sultant sum is divided by the 1939 base offering price. month-end offering prices ending on the corresponding date. 

] Sil) Sraeey she qusees monthend bid (col 16 lew all capital dats: Gitetion fay, from call gains or anyother Hoare forthe current 

ie INCOM: PERCENTAGE includes only those dividends paid by the com- COMPANIES ORGANIZED AFTER 1939 are given an initial index number 

: +o I it of income earned from dividends and interest on their portfolio on the date they commence business equal to the average of all those stock 


(excluding all capital distributions). or balanced funds in existence at the time. 


—.. -_ 

ru revised series adjusted to 1939 base. 

ra crouping awaits new detailed classifications. 
—D2aoes not reflect new acquisition cost. 





**Became Balanced Fund in 1945. 
***#Not included in balanced or stock average. 
****#Name changed from Nesbett Fund. 
Dreyfus now in stock grouping; New England in 
balanced. 


COPYRIGHT 1959 BY HENRY ANSBACHER LONG. 


t—Adjustment for capital gains tax will be made in 
revised index. 

+Ex-dividend current. month. 

e@Principal index begins after 1939 base date. 

tHigh reached current month. 
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NUCLEAR ENERGY REPORT... I 
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Developments of Investment and Commercial Interest a 
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W. STERLING COLE 

Director General, International Atomic Energy Agency, Vienna, Austria hea 
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EDITOR’S NOTE: Mr. Cole, as guest Seventy nations which have joined nations seek in unison to establish and ; 

columnist of Vincent R. Fowler, editor of the International Atomic Energy Agency maintain uniform, practical rules to pre- B °” 

our Nuclear Energy Report, calls for in- : i ; aa ue. foll 

; ; : : have pledged themselves to this course vent the diversion to military purposes 

creasing cooperation on the international ; : f pre 
atom if the full benefits of peaceful uses Of action. By the treaty-statute adopted of nuclear materials supplied for peace- , 

are to be enjoyed by mankind. Because in 1956, the nations of the world have ful use; or, shall we dangerously and - 

Mr. Cole has recently written and said some created an instrument by which atomic foolishly let any and all supplying coun- I 

er sen a eenny Rineiane, aie energy can be made to support and_ tries of such nuclear materials make inc 

accompanying article has been specially h : hej | d ly th my we em 
adapted with his approval for Trusts AND strengthen a precarious peace. their own rules and apply t em as they : 

Estates. It deals with questions of atomic deem desirable under unpredictable con- — 

energy production and utilization which are Basic Policy Questions ditions of inter-nation competition ? pea 

of particular interest to investors. Prior to Faced by Governments wo 


his selection in 1957 as Director General of 
the Agency, which emerged from President 
Eisenhower’s “Atoms for Peace” proposal, 
Mr. Cole was a member of the U. S. Joint 
Committee on Atomic Energy and is co- 
author of the Atomic Energy Act of 1954. 


TOMIC ENERGY IS A TERM LOOSELY 

describing a broad salient on the 
frontiers of man‘s knowledge. It is not 
so much a field of knowledge itself as 
it is a new dimension in many areas of 
man’s technological endeavor. 


New knowledge of the atom’s nucleus 
and the behaviour of its particles has 
extended the horizons of man’s hopes 
and ambitions to exploit science for 
the maintenance and improvement of his 
own welfare. 


The basic and continuing idea which 
emerged from President Eisenhower’s 
“Atoms for Peace” proposal to the 
United Nations General Assembly on 
8th December 1953, was that while con- 
tinuing to strive for effective controls 
over the destructive uses of nuclear ex- 
plosives, the nations of the world should 
no longer delay the pooling of their 
resources for a concentrated effort to 
exploit constructively for all of the 
world — not selected parts — the knowl- 
edge and experience gained from work 
in the field of nuclear energy. 


The positive simplicity of the idea is 
the very force behind it. The truly in- 
ternational operation which he en- 
visioned is possible, practical and de- 
sirable. More importantly, it is the only 
course of action which can be effective. 
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Several basic policy questions must 
be answered by every Government which 
subscribes to the objectives defined in 
the Statute of the Agency “to acceler- 
ate and enlarge the contribution of 
atomic energy to peace, 


health and 
prosperity throughout the world.” 

It is also the objective of the Statute 
of the Agency that, “It shall ensure, so 
far as it is able, that assistance pro- 
vided by it or at its request or under 
its supervision or control is not used in 
such way as to further any military pur- 
pose.” 

The first policy question then is this: 
Shall the atomic energy contribution of 
the technologically advanced and mate- 
rially endowed nations to other countries 
in the world be given and applied 
through truly international channels; or 
shall we continue to channel such aid 
through networks of bilateral agree- 
ments for selective nation-to-nation ex- 
change without benefit of the balance 
wheel of international considerations? 

A second, and considerably more 
pressing policy question is this: Shall 
the peacetime production and utilization 
of nuclear materials around the world 
ve carried out under international codes 
and standards for health and safety; or 
shall we permit the peaceful exploita- 
tion of atomic energy under varying, 
perhaps conflicting, and certainly con- 
fusing and only partially effective na- 
tionally imposed standards for health 
and safety? 

And finally, this question: Shall the 
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egy becomes involved in contending 
national policies. 

It is even more the point that we may 
also find that utilization of nuclear fuels 
necessary to industry, medicine and 
agriculture becomes bogged down in a 
hopeless multiplicity of rules which will 
provide no proper protection to public 
health and safety against the radiation 
hazard of atomic activity and no safe- 


| guards against diversion of materials to 


non-peaceful purposes. 


The very statement of those questions 
of policy, and they can be phrased in 
many ways, reflects basic assumptions 
vhich we do not need to argue. In some 
respects, they are not assumptions at 
al, they are simply facts of life. The 
following facts, or assumptions, form the 
premise for our whole “atoms for peace” 
concept and effort: 


First, intelligent application of the 
knowledge, techniques and materials 
emerging from the nuclear and allied 
sciences can make a contribution to the 
peace, health and prosperity of the 
world. 


Second, nature and history have left 
sadly out of balance the relative capa- 
bility and needs of the nations to apply 
the knowledge, techniques and materials 
of atomic energy. Relieving this im- 
balance can itself be a dynamic contri- 


bution to peace. 


Third, atomic energy is here to stay. 


It is going to be utilized to such an 
, extent, particularly in the technological- 


» ly and industrially advanced nations, 


that its inherent radiation hazard, which 


» knows no national boundaries, must be 


: controlled in a manner uniformly ef- 
fective throughout the world. 


Fourth, the source and _fissionable 


| materials required for peaceful utiliza- 


é 


tion of atomic energy are going to be 
traded and exchanged around the world 
in such a way that common prudence 
dictates a reasonable and practical sys- 
tem of their accounting or registration 
which will deter, discourage, reveal and 
eventually prevent their diversion to 
military purposes. 


Policy Held Consistent with 
President’s Proposals 


The policy steps which should be 
laken on the basis of these “facts of 
life” ave fully consistent with President 
Eisenbower’s initial proposals that the 
Intern: tional Atomic Energy Agency be 
Set up under the aegis of the United 
Nation .” and his recognition “that this 
subjec! is global, not merely national in 
‘haracter.” Furthermore, the policies 
Which should be adopted may be im- 
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plied in the acceptance by every nation 
which has become a Member of the 
conditions and the obligations of that 
membership. 

The policies and procedures which 
can make atoms really work for peace 
can be quite simply stated. They are: 

1. That direct contributions of funds 
to assist the atomically less advanced 
countries to share more fully in the bene- 
fits of atomic energy may be increasing- 
ly pooled and distributed through the 
machinery of an international organiza- 
tion in which all donors and all poten- 
tial recipients have a voice and which 


avoids the element of dependence upon 
a single donor. 

2. That the health and safety pro- 
visions and the fissionable and source 
material safeguard provisions of all 
nation-to-nation arrangements, the so- 
called atomic bi-liaterals, become the 
responsibility of the Agency which 
would insure uniform application and 
thereby establish a proper and equitable 
environment for all nations to do busi- 
ness with all other nations in the field 
of harnessing the atom’s energy. 

3. That all trade in fissionable and 
source materials for peaceful uses be 
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Loans and Discounts . 
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Other Real Estate 
Other Assets ee ae 
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DEPOSITS 
Commercial and Savings 
Estates and Corporate Trust . 


Accrued Taxes, Interest, ete. . 
Other Liabilities . . . . 
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ASSETS 


LIABILITIES 
$ 22,500,000.00 


$1,246,280,727.19 
38,317,609.82 
Total Deposits 1,284,598,337.01 
eos 11,662,596.00 
Pe ee eee 2,976,048.83 
$1,409,076,570.79 


United States Government Securities carried at $122,347,995.60 are pledged to secure U. S. Govern- 
ment Deposits and other Public Funds and for other purposes as required or permitted by law. 





Assets are shown NET after deducting Valuation Reserves. 
Va Ohio’s Largest Bank 
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Northern Ohie: 
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Member: Federal Deposit Insurance Corporation 


- + $ 207,980,354.31 
° « 271,756,122.51 
. 105,357,990.43 
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° 1.00 
. 6,914,146.98 
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conducted under internationally agreed 
conditions which will encourage and 
stimulate use of these materials but at 
the same time give all the world assur- 
ance that materials dedicated to peace 
are not subject to possible diversion to 
military purposes. 

These policies cannot be put into ef- 
fect in one fell swoop. They should be 
made effective on a step-by-step basis. 
But all should be promptly acknowl- 
edged as the basic intent and purpose 
of the nations in a position to provide 
technological, financial and industrial 
help or to provide fuel materials. 

A truly international approach to 
these problems would be welcomed by 
and be a great advantage to all nations, 
not only to advanced nations engaged 
in exploiting their own atomic re- 
sources, but also to those nations who 
must look to others more favored by 
nature and history in order to share in 
the technological advances of the last 
half century. 

There would be no question of prefer- 
ential treatment, no question of equity 
of arrangements, the health and safety 
of the citizenry would be protected and 
there would be no reason to take ex- 
ception to imposition of realistic safe- 
guards for peaceful uses. There would 
be no responsibility or right of any one 
nation to police the atomic activities 
of another. No recipient of atomic aid 
would need to be beholden to a single 
national benefactor. These conditions 
would make for a constructive and 
vigorous environment for atomic devel- 
opment. 


Sees Proper Climate for 
Industrial Growth 


Uniform rules of health and safety, 
with completely independent check and 





examination for their effectiveness, and 
a uniform system of accounting for ma- 
terials, again with a completely inde- 
pendent audit, would go far toward 
establishing the proper climate for a 
healthy and growing atomic power in- 
dustry in all parts of the world and re- 
lieve the tension of fear from the hazards 
of both atomic radiation and atomic 
war. 

Admittedly, there is a basis for special 
arrangements under which nuclear ma- 
terials are transferred, the need for 
proper care and handling in the inter- 
ests of health and safety and safeguard- 
ing of materials. These requirements, 
with their legal ramifications, form the 
rationale for bi-lateral agreements. But 
for these purposes, bilaterals may be 
self-defeating in the long run. The rules 
for protecting health, lives and proper- 
ty from any man-made nuclear hazard 
and for assuring that peace-dedicated 
nuclear materials are not diverted to 
military purposes must be uniform 
throughout the world. How can they be 
uniform spread through a_ half-dozen 
different networks of bilaterals with hun- 
dreds of variations? 

The International Atomic Energy 
Agency provides the machinery by 
which uniform rules may be established. 
It is the forum, the exchange, the clear- 
ing house and operating centre whereby 
nations can come to agreement on rules, 
systems and procedures for maintaining 
them in effect. There is no other such 
channel and the continuation of dupli- 
cating and conflicting multi-channel net- 
works of bilateral arrangements will 
lead to such ultimate confusion and lost 
ground that order and uniformity may 
never be established or recovered. 

Our failure to seize firmly now the 
opportunity which is still open for estab- 





Overhead view of core 
structure of Army Pack- 
age Power Reactor at 
Fort Belvoir, Va. Grid in 
center shows location of 
fuel elements which are 
covered, both in opera- 
tion and during installa- 
tion or replacement, by 
15 feet of water for pro- 
tection of operators. Ori- 
ginal fuel elements will 
be replaced late in 1959 
by Sylcor fuel elements, 
the first to be purchased 
commercially for this im- 
portant prototype reactor. 
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lishing an orderly environment can deny 


topes 
to us a great part of the promise of oe 
atomic energy. Much highly technical § puck 
and financial help may be properly car. & jeen 
ried on under direct arrangements be- § cept: 
tween the supplying nation and the cus. § Ager 
tomer — and indeed the Agency must gove 
encourage and assist them — but health, & chi: 
safety and materials safeguard provi gan 


sions must be common to all nations and Tl 
managed under a system in which all 


stan’ 

have a voice. cal 
ont 

Basic Rules Needed re 
to Avoid Confusion vide 
Only by worldwide and truly inter § jan 


national cooperation through such an V 
instrumentality as [AEA can an orderly 
and constructive environment be estab- 


Lati 
lished for doing business in atomic en- B 00 
ergy. The same basic rules must apply & twe 
everywhere if we are to avoid almost \ 


hopeless confusion. 

The IAEA provides the framework 
within which all these objectives can be J jy 
attained. Its “constitution” is a treaty- 


statute approved by more than 80 na-§ ng 
tions. Its constituent assembly is an an- apy 
nual General Conference of the Mem-§ ,j 
ber States, now numbering seventy. Its 
managing directorate is a 23-member om 
Board of Governors carefully balanced § Ke 
to include representation of the atomic F Pa 
industry nations, the material supply a 


nations, the recipient nations and _ the ‘ 
several major geographic regions of the Re 
world. » Pl 

The Agency has a staff of outstand- 
ingly competent scientists, engineers, ad- |) 
ministrators and diplomats made up off) 
representatives of over half of the Mem-) 
ber States, headed by a Director Gener-} 
al who is the Chief Adminstrative Offi- P 
cer. Its programs and budget aref 
directed and shaped in consultation with : 
the Board of Governors, which must f 
approve and submit the program and > 
budget to the General Conference. | 

The day will come, of course, when 
experience and greater mutual recogni- 
tion of the problems will result in aj 
simplification of the complex and even!) 
cumbersome structure established in the |’ 
Statute, as well as streamlining of some 
of its procedural provisions, but for 
ihe time being these built-in checks, bal- 
ances and restraints constitute a basis] f, 
for entering to a far greater degree into} x, 
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operations. sy 
Operating in Assigned Fields ; : 
The Agency has begun operations in ; a 
all its assigned fields. It has published a & 
manual on the safe handling of radivis0- | 
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pes as the first in a series to cover all 
phases of production and utilization of 
suclear materials. This code has already 
heen given widespread acclaim and ac- 
eptance; it is not only a code for 
Agency use but also a pattern for other 
governments to follow and_ thereby 
ahieve a high degree of universal 
sandardization. 

The Agency has embarked on a sub- 
dantial and growing program of techni- 
cal assistance, using not only funds 
contributed voluntarily by Members to 
the Agency itself but also those pro- 


vided through the United Nations Ex- 
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panded Program of Technical assistance. 

We have completed a study of the 
need for nuclear training facilities in 
latin America. We have granted over 
200 fellowships to candidates from over 
twenty countries. 

We are arranging for the supply of 
part of the natural uranium required 
for a research reactor to be operated 
by the requesting Member, Japan. A sys- 
tem of accounting and reporting on this 
material is being devised and will be 


| applied in a manner fully consistent 
| with the degree of risk involved. 


In the first twelve months of our 
operation we have established a credit- 
able record, especially considering that 
during that time much effort was con- 
sumed in recruitment of personnel. 


Radioactive Waste Conference 


Planned 


The Agency has begun a study by a 
panel of scientists and will sponsor a 
major conference within a few months 
on the problem of possible effects of 
the disposal of radioactive wastes at 
sea. Work has started with other inter- 
governmental and international groups 
concerned with the problem of estab- 
lishing uniform standards for radio- 
logical protection. We are moving for- 
ward positively and aggressively to 
bring about a universal solution to the 
problems of third party liability in 
event of any kind of accident involving 
radiation hazards. 

These are but a few of the highlights 
of the programs taking shape and being 
put into operation by the IAEA. These 
programs will continue to grow but the 
full measure of the potential of the in- 
stituiion and the idea presented in out- 
line to the UN General Assembly five 
years ago cannot be realized unless the 
nations “principally involved” are now 
prepared to adopt policies in complete 
accord with the purposes, objectives and 
spirit of the Statute. 

the first decision which must be made 
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is clear and straight-forward. It is 


simply that, having created,an inter- 
national body for defined purposes in 
connection with atomic energy, the 
Agency should be supported not only 
with generous financial contributions — 
as has been the case of the United States 
— but fully and without qualification 
in its operational aspects. We can be 
only partially effective if some nations 
maintain parallel machinery to do the 
same things as the Agency but subject 
to individual nation selection, manipu- 
lation and control. 

Once this decision has been made, and 
with determination to sustain it, the 
subsequent steps become equally clear 
and straight-forward: to discontinue 
further bilaterals or multilaterals; to be- 
gin to place under Agency administra- 
tion the health, safety and materials 
safeguard measures embodied in exist- 
ing bilateral and multilateral agree- 
ments; to begin to channel all atomic 
foreign aid through the Agency; and 
to start work on the instrument which 
will make possible the registration and 
accounting control of the nuclear fuel 
materials. 
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NUCLEAR NEWS NOTES 


Allis-Chalmers Manufacturing Com- 
pany has announced plans to consoli- 
date its expanding activities and growth 
in the atomic field into a newly estab- 
lished Atomic Energy Division under 
the managership of Roy M. Casper. 

In line with the move to separate nu- 
clear fission from the nuclear fusion 
work of Allis-Chalmers, a new Nuclear 
Power Department has been established 
in the Atomic Energy Division. C. R. 
Braun, who has been assigned to the 
Argonne National Laboratory — since 
April 1957, has been appointed Manager 
of the Nuclear Power Department. 

Allis-Chalmers is engaged as prime 
contractor in the design and construc- 
tion of the Pathfinder nuclear power 
project which will be built for Northern 
States Power Company at Sioux Falls, 


S. D. 
* &£@ &# &@ & & 

The Comptroller General of the 
United States told Congress in a report 
made public March 19 that the cost of 
the Shippingport nuclear power project 
was too high. The report pointed out 
the AEC’s explanation of the large costs 
as being the result of (1) the experi- 
mental and developmental nature of 
Shippingport, (2) difficulty and com- 
plexity of the project was underesti- 
mated, (3) urgency with which the pro- 


ject was completed, and (4) cost esti- 
mates were based on preliminary data 
and limited design information. 

Comptroller General Joseph Campbell 
stated, “While we do not intend in any 
way to detract from the accomplishment 
at Shippingport . . . we believe that 
weaknesses in the application of certain 
administrative controls also contributed 
in part to the increase in construction 
costs.” 

Several recommendations were then 
made by the Comptroller General for 
guidance of the AEC in future contrac- 
tual arrangements. 
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CASH PLUS STOCK DIVIDENDS 
(Continued from page 340) 


viewpoint, a stock dividend produces no 
lasting gains for the stockholders and 
that stockholders would be better off 
with an increase in the cash dividend. 


Flexibility Popular 


On the basis of our limited experience, 
this argument appears to be invalid. Our 
stockholders taken as a group should, 
theoretically, fare about the same under 
our new plan as they would if we had 
continued our past all-cash dividend 
policy. However, we feel that our stock 
dividend plan can mean a great deal to 
individual stockholders because it is 
sufficiently flexible to meet their varying 
needs. We had this in mind when we 
decided upon the plan. We provided, 
among other things, the mechanics for 
each stockholder to sell all or part of 
his dividend stock if he wanted or 
needed cash, 


The proof of the pudding is that last 
November 46,000 of our 143,000 stock- 
holders arranged for the sale of all their 
dividend stock. While this involved a 
relatively small number of shares, it 
represented about one-third of our stock- 
holders who were thus able to supple- 
ment their cash income. We have had 
many letters from individual stock- 
holders on our new policy. Virtually all 
are favorable. 

To sum up, this policy seems to be a 
real success. We have adopted it primar- 
ily to help our stockholders. It is still too 
early to be sure of its long-run accept- 
ability or to make a final evaluation. Al- 
though everything today points to its 
continuation, we may modify or discon- 
tinue the plan if circumstances change. 
As a matter of fact, the reaction we have 
received, to date at least, indicates that 
our new stock dividend policy has 
pleased more of our stockholders than 
anything we have done in recent years. 
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TABULATION OF TRUST DATA IN ANNUAL REPORTS) .. 


Cede: 


= Increase over last year; — = Decrease from last year; * = Record high; B = Book value. 
Figures iden + or — represent millions “of dollars; figures after + or — represent change from last year in % o 


Assets represent personal trust department including agency funds where given in report. 


Trust earnings are gross unless marked ‘“‘N”’ for net. 


Bank 

ARIZONA 
Valley National Bank, Phoenix 
CALIFORNIA 
Hibernia Bank, San Francisco — ~~~. 
CONNECTICUT 
Second National Bank, New Haven 
Waterbury National Bank __. 
DISTRICT OF COLUMBIA 
Union Trust Co. 
FLORIDA 
Florida National Bank, Jacksonville —.... 
GEORGIA 
Georgia Railroad Bk. & Tr. Co., Augusta —.. 
Savannah Bank & Trust Co. 
ILLINOIS 
Chiesso National Bank — ___........ 
Exchange National Bank, Chicago 
First National Bank, Lake Forest 
INDIANA 
Fort Wayne National Bank _............__. 
KENTUCKY 
Citizens Fidelity Bk. & Tr. Co., Louisville. 
MASSACHUSETTS 
First National Bank and ) 
Old Colony Trust Co., Boston)... 
National Shawmut Bank ___.. aad 
Second Bk.-State St. Tr. Co., Boston _ pecs 
MICHIGAN 
NU I 
NEW HAMPSHIRE 
Concord National Bank - 
NEW JERSEY 
Montclair National Bank & Trust Co. 
NEW YORK 
Nat. Commercial Bk. & Tr. Co., Albany _. 
First-City Nat. Bk., Binghamton 
Liberty Bank, Buffalo SE ROD I 
Manufacturers & Traders Trust Co. 
eer ee I OS a 
Bankers Trust Co., New York _.. = 
Chase Manhattan Bank, New York _...... 
Empire Trust Co., New York —_.. mS 
Federation Bk. & Tr. Co., New York ___. 
Fiduciary Trust Co., New York ____- 
City Bank Farmers Trust Co., New York. 

(now First National City Trust Co.) 
Grace National Bank, New York —__...... 
Guaranty Trust Co., New York _...... 
Hanover Bank, New York —_ 
Irving Trust Co., New. York —— .. 
Manufacturers Trust Co., New York _._... 
Marine Midland Trust Co., New York __. 
J. P. Morgan & Co., New York _.. 
New York Trust Co. —.... eS -< 
United States Trust Co., New York - 
First Westchester Nat. Bk., New Rochelle 
Exchange National Bank, Olean 
Central Trust Co., Rochester 
Lincoln Rochester Trust Co. 
Security Trust Co., Rochester — ~~... 
First Trust & Denosit Co., Syracuse —.._. 
Lincoln Nat. Bk. & Tr. Co., Syracuse —_... 
Merchants Nat. Bk. & Tr. Co., Syracuse... 
Marine Midland Trust Co. of The 

peewee vaues, vac 
Oneida Nat. Bk. & Tr. Co., Utica —_-.... 
Meadow Brook Nat. Bk., West Hempstead 
County Trust Co., White oo 
Nat. Bk. of Westchester, White Plains oF 
NORTH CAROLINA 
American Commercial Bk., Charlotte —____. 
People Bank & Trust Co., Rocky Mount __ 
Wachovia Bk. & Tr. Co., Winston-Salem _.. 
OHIO 
First National Bank, Akron — 
Harter Bank & Tr. Co., Canton __......... 
Fifth Third Union Tr. Co., Cincinnati a 
First National Bank, Cincinnati —....... 
Provident Bank, Cincinnati — ----....... 
Central National Bank, Cleveland - ott oe 
Cleveland Trust Co. -.. a 
National City Bank, Cleveland» “aa one 
Union Commerce Bank, Cleveland 
Winters National Bk. & Tr. Co., Dayton _.. 
First National Bank, Mansfield 
Ohio Citizens Trust Co., Toledo 
Toledo Trust Co. - 
Second National Bank, Warren i 
Mahoning National Bank, Youngstown cpu 
OKLAHOMA 
First Nat. Bk. & Tr. Co., Oklahoma City. 
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Bank 


Liberty Nat. Bk., Oklahoma City — 
First National Bk. & Tr. Co., Tulsa — 
National Bank of Tulsa 
OREGON 
First National Bk. of Oregon, Portland _.. 
United States National Bank, Portland _.. 
PENNSYLVANIA 
pe eee eee Oe, 
First National Bank, Erie —_.......... 
First National Bank, Greensburg 
Dauphin Deposit Tr. Co., Harrisburg 
Harrisburg National Bank —__.... 
Harrisburg Trust Co. ___. Ses ia 
Jenkintown Bank & Trust Co. a 
Conestoga National Bank, Lancaster 
Farmers Bk. & Tr. Co., Lancaster __. 
Western Pennsylvania Nat. Bk., 
McKeesport Rk deto bisa 
First National Bank, "Meadville. eee ea 
Oil City National Bank — 
Fidelity-Philadelphia Trust Co. A en 
First Pennsylvania Bkg. & Tr. Co., 
I i a 
Girard Trust Corn Exchange Bank, Phila.. 
Liberty Real Estate Bk. & Tr. Co., Phila... 
Philadelphia National Bank _......... 
Provident Tradesmens Bk. & Tr. Co., 
Philadelphia $$. _.___ 
Second National Bank, Phila. 
Fidelity Trust Co., Pittsburgh — 
Mellon National Bk. & Tr. Co., Pittsburgh 
Peoples First Nat. Bk. & Tr. Co., Pittsburgh 
Berks County Trust Co., Reading __.... 
Reading Trust Co. __.. 
Northeastern Pa. Nat. “Bk. & ‘Tr. Co., 
SE SE a Sees eer cee 
Third Nat. Bk. & Tr. Co., Scranton —__... 
First Nat. Bk. & Tr. Co., Waynesboro _.. 
Miners National Bank, Wilkes-Barre - 
RHODE ISLAND 
Industrial National Bank, Providence 
R. I. Hosnital Trust Co., Providence 
SOUTH CAROLINA 
Citizens & Southern Nat. Bk., Charleston 
South Carolina Nat. Bk., Charleston __.. 
First Nat. Bk. of S. C., Columbia - 
SOUTH DAKOTA 
Rapid City Trust Co. 
TENNESSEE 
First National Bank, Memphis — 
National Bank of Commerce, Memphis 
First American Nat. Bk., Nashville - 
Third National Bank, Nashville — 
TEXAS 
First National Bank, Beaumont ___. 
Texas Bank & Trust Co., Dallas 
First National Bank, Fort Worth _ 
Fort Worth National Bank _. ; =o 
National Bank of Commerce, Houston : 
Texas National Bank, Houston . 
Frost National Bank, San Antonio - 
National Bank of Commerce, San Antonio. 
UTAH 
Walker Bk. & Tr. Co., Salt Lake City __ 
VIRGINIA 
National Bk. & Tr. Co., Charlottesville __. 
Peoples National Bank, Charlottesville 
First National Bank, Danville —__-._... a 
First Nat. Tr. & Sav. Bk., Lynchburg | 1 
Lynchburg Nat. Bk. & Tr. Co., Lynchburg 
Peoples Nat. Bk. & Tr. Co., Lynchburg - 
National Bank of Commerce, Norfolk 
Seaboard Citizens Nat. Bk., Norfolk 
Central National Bank, Richmond ___...... 
First & Merchants Nat. Bk., Richmond _. 
State-Planters Bk. of Com. & Tr., Richmond 
Virginia Trust Co., Richmond -__-....-....... 
Colonial-American Nat. Bk., Roanoke 
First Nat. Exch. Bk., Roanoke 
WASHINGTON 
National Bk. of Commerce, Seattle 
Peoples Nat. Bk. of Wash., Seattle 
Seattle-First Nationa! Bank -_-.............- 
Seattle Trust & Savings Bank 
Old National Bank, Spokane 
National Bank of Washington, Tacoma -.. 
WISCONSIN 
First National Bank, Madison 
First Wisconsin Trust Co., Milwaukee —..... 
Marshall & Ilsley Bank, Milwaukee __........ 
First National Bank, Oshkosh —__..............-.-... 
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$300,000 


kK’ QUOTES FROM ANNUAL REPORTS* 











Currently growing at a rate that growing need for these services .. . 270,000 
even exceeds that of the rest of the through our Common Trust Fund small 240,000 
bank ... In just three years the Com-_ estates can receive as great liquidity, 
mon Trust Fund (first of its kind in flexibility and investment diversifications 1 
Arizona) has acquired a total value as the largest estates ... After much 80,000 
$21 in securities in excess of $6,000,000. study a qualified, tax-exempt facility has 150,000 
Valley National Bank, Phoenix been established for multi-employer (re- 120,000 
Business increased in 1958 with most tirement and welfare) plans . . . Our 90,000 
: , General Employee Benefit Trust began 
of the new business resulting from ap- lass tn Chad ca, tail 60,000 
pointments in estates, living trusts, and ee re <t  e ee 30,000 
wencies. A large number of new wills made, diversified investment program 
Pe P ilable to every qualified pension or 
vere filed with us, sae 7 49 50 Si $2 53 54 55 56 57 58 
Hibernia Bank, San Francisco profit-sharing trust,  - the metro- ooo a 
politan area of Washington. OMITTED ; 
A most successful year ... 53 new ac- Union Trust Co. of the District of 
cunts with estimated dollar value over Columbia Trust growth at Riggs National Bank, 
Washington, D. C. it 
i00 Substantial increase in accounts... : ; 
| | | Steady increase of new business... 







At present the majority of accounts are 
evenly divided between estates in process 
of settlement, living trusts and invest- 
ment management accounts ... IBM f : 
punch card accounting has proved highly accounts are being transferred to it. 
satisfactory. Barnett National Bank, Jacksonville 

First National Bank, Dunedin, Fla. Some of the largest pension trusts in 
the state are presently being adminis- 
tered by our Trust Department 











Mechanical tabulating equipment in- 
stalled in 1957 in full use for corporate 
accounts and records of private and court 
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a|——| TRUST DEPARTMENT || 
os ASSETS | 


in millions of dollars 

















Expanding very rapidly ... added two 
— officers. — Offices at St. Petersburg and Orlando 

First National Bank, Fort Lauderdale have been strengthened by the addition 

For the second straight year... a of new and well trained personnel. 
marked improvement in gross income and Florida National Bank, Jacksonville 


volume of business. Volume and earnings reached new 
Atlantic National Bank, Jacksonville highs . . . Common Trust Fund (est. 











0 3 faa oy & 
1950 195] 1952 1953 1954 1955 1956 1957 1958 ; eee 
Second National Bank of New Haven 








$27,800,000, an increase in new business 
of more than 500% over 1957 ... Gross 
income close to an all-time high 

425 active accounts . . . Discretionary 
» Common Trust Fund established. 
Second National Bank, New Haven 








Assets increased just short of $1,200,- 
000 continuing the rapid growth started 
a few years ago... Executorships and 
trusteeships continue to be our principal 
trust business, but we are acquiring a 


Mississippi’s largest Trust Depart- 








ment, offering complete fiduciary 








2 Servic tllary unistratior 
ieerine wiliatee at tastdillide: deidh Maitaile ) services and ancillary administration 
ment management accounts. S ; . ¢ 

Waterbury National Bank in the growing Deep South area. 


New highs in volume and earnings .. . 
Excellent year for all types of new busi- 
hess, especially new estate appointments 

- . greatest number of new wills... 
Common Trust Fund completed ninth 
Successful year with 373 participating 
trusts, aggregate value of $11.9 million, 
average of $31,865 per trust. 

American Security & Trust Co., 
Washington 


Your inquiries are welcomed. 


PRS 5 cya a aerate 
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ubstantial growth ... A fully auto- 
matic IBM accounting system has been 
installed and will go into effect in 1959. 
Riggs National Bank, Washington 


Volume of new accounts, both in the 
Personal Trust Division and Pension 
Trust Division, continues to indicate the 


——__ 


*Continued from March issue, p. 273. 
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CAPITAL AND SURPLUS $12,000,000.00 
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Where 
Knowledge 
Counts... 


American Security— 
Washington's largest trust 
company with over 67 years 
of experience, is ready, 
willing and able 
to assist its 
correspondents 
with their 
trust problems 
in the Nation's 
Capital. We 
will be happy 
to serve you. 



































































































































merican Security 


& TRUST COMPANY 


Washington, D. C. 























Member Federal Deposit Insurance Corporation 
Member Federal Reserve System 









































































IN DELAWARE 


Bank of Delaware’s wide experience 
in estate settlement and trust admin- 
istration is backed by financial integ- 
rity, prompt, sympathetic attention to 
needs of beneficiaries, and impartial, 
informed group judgment. Our facil- 
ities are efficient, economical, com- 
plete—recognized and used through- 
out the world. Wherever you and 
your customers are, you can depend 
on us... we are always at your serv- 
ice in Delaware. 


BANK of DELAWARE 


Main Office: 901 Market Street 
Wilmington, Delaware 





Wilmington * Newark * Odessa * Smyrna 
Dover * Seaford * West Seaford 






Member: FDIC e Federal Reserve System 
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1957) now has 70 participating trusts 
. Pension and profit sharing trusts 
continue to grow in importance... Plan 
to introduce in 1959 a “General Employee 
Benefit Trust” for small pension and 

profit sharing trusts. 
First National Bank, Miami 


Growth continues comparable to that 
of bank . . . Continued emphasis on new 
business solicitation ... Estate planning 
services render substantial assistance to 
customers in cooperation with their legal 
counsel, 

First National Bank, Orlando 


With the continuing growth of the de- 
partment ... the need for trust services 
in Winter Park and adjoining areas is 
well demonstrated . . . More and more 
individuals selecting the bank. 

First National Bank, Winter Park 


By far the best year ... New business 
totaled $54 million . . . corporate trust 
department had a substantial increase 
... Many new pension and profit sharing 
plans ... Common Trust Fund continued 
to grow. 

First National Bank, Atlanta 


In ten years book values have grown 
more than 400% . increase in cor- 
porate trusts ... wills naming the bank 
have grown 450% . More personal 
and corporate trust assets under admini- 
stration than ever before . . . Common 
Trust Fund authorized . . . Trust officers 
continue to work closely with attorneys, 
life underwriters . . . Credit for much 
new business should be given to commer- 
cial officers, stockholders, directors and 
present customers. 

Fulton National Bank, Atlanta 


In City National Bank & Trust Co. of Chicago’s annual report, vice president and secreiary 
William W. Hinshaw, Jr., is shown discussing estate plans with bank customers. rhe 





Best year .'. . 
tially to earnings. 
Trust Co. of Georgia, Atlanta 


contributed substan- 


Most successful year . . . Notable in- 
crease in new accounts, appointments as 
executor and trustee under wills, and 
other fiduciary capacities. Net profits ex- 
celled all previous returns, 

Georgia Railroad Bank & Trust Co., 
Augusta 


Services continue to grow in impor- 
tance and volume .. . 29 new accounts, 
Savannah Bank & Trust Co. 


Gratifying increases over previous 
year ...IBM punch card system ordered 
for July, 1959 on an annual rental basis 
offering opportunity to take advantage 
of improvements in this rapidly advanc- 
ing field Trustee for a growing 
number of profit sharing and pension 
plans. 

Bishop Trust Co., Ltd., Honolulu 


New high net in earnings . .. Volume 
and quality of new business again satis- 
factory . .. 40 new estates averaging 
over $150,000 . . . New trustee appoint- 
ments for 23 profit sharing trusts (now 
administering over 100 such trusts). 

Hawaiian Trust Co., Ltd., Honolulu 


With the approaching maturity of 
Idaho’s economy, this department con- 
tinues to expand and gain stature. 

Idaho First National Bank, Boise 


Number of new living trusts and wills 
greatly in excess of any previous year 
ne Common Trust Fund completed 
third year with $4,000,000 and 165 
trusts . . . Use of investment service 
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shows steady and very encouraging 
growth... A number of new pension 
and profit sharing plan appointments... 
Corporate Division again contributed the 

largest share of income. 
American National Bank & Trust Co., 
Chicago 





Increases in all types of trust activi- 
ties. 






Chicago National Bank 





Steady yearly growth ... more per- 
sal and corporate type trusts than 
evr before Rising number of 
pension and profit sharing trusts. 

City National Bank & Trust Co., 
Chicago 










A substantial gain in over-all volume 
. Pension and profit sharing trusts 
administered by us have continued to 
jnrease in number and volume. For 
moderate-sized trusts customers may 
obtain diversification by participating in 
the Continental Illinois Investment Trust 
(for employee benefit plans) . Ap- 
pintments in a wide variety of fiduciary 
capacities come to us each year through 
shareholders, customers, attorneys, ac- 
cuntants and other friends. 
Continental Illinois National Bank 
& Trust Co., Chicago 












At the end of the first year of opera- 
tion (10 years ago) we had 292 trusts 
... During our tenth year we accepted 
almost three times that number of trusts 
and our gross income was in excess of 
1b times the income of the first year 
... While a large amount of trust busi- 
ness is composed of land trusts, the de- 
partment has continued to diversify its 
operations . . . It is anticipated that the 
coming year will continue to reflect the 
growth and diversification of the depart- 
ment, 

Exchange National Bank, Chicago 














Continued satisfactory growth 
More trusts and agencies and more new 
probate estates than ever before . 
Pension and profit sharing funds steadily 
inrease . . . Upward trend in number 
of individuals and businesses using 
bank’s trust facilities shows that stock- 
holders and depositors recognize the 
value of such services and have confi- 
dence in the ability of the bank .. . 1958 
Was the best of the 55 years the bank 
has keen in the trust business. 

First National Bank, Chicago 











Excellent cooperation from other de- 
Partments and the directors in securing 
lew trust business ... A growing in- 
terest in insurance trusts . . . Number 
of estates in probate increased . . . Pen- 
‘ion, profit-sharing and other employee 
benefit plans continue to show the great- 
st growth ... Dollar volume of security 
tansactions handled by Trust Invest- 
Ment Division increased substantially .. . 
Common Trust Fund now has 463 trusts 
with average investment of $41,183 .. . 





















Aprit, 1959 


Trust department training program has 
operated effectively for four years. 

Harris Trust & Savings Bank, 

Chicago 


Number of wills, trusts and agency ac- 
counts increased. 
Lake Shore National Bank, Chicago 


New and larger quarters . .. most 
successful year ... Satisfactory increase 
in number of trusts, investment counsel 
accounts, and employee benefit plans... 
Many new will appointments (and “we 
would like once again to thank the many 
members of the bar who have given us 
the opportunity to work with them in the 
administration of trusts and estates’) 
. .- Diversified Trust Fund continued to 
show satisfactory performance... Dual 
Fund for Employee Benefit Plans was 
very successful in its first year of opera- 
tion. 

La Salle National Bank, Chicago 


Of increasing importance is the as- 
sistance of well-informed, experienced 
investment officers .. . For many years 
the department has been associated in 
the management of many of Chicago’s 
oldest and most distinguished hospitals, 
universities, churches, museums, chari- 
table and fraternal organizations ... in 
the role of investment adviser, agent and 
custodian of funds . .. Have provided 
trust services for 70 years. 

Northern Trust Co., Chicago 


Continued growth . . . a higher level 
of earnings . . . potential business placed 
on the books reached an all-time high. 

First National Bank & Trust Co., 
Evanston 


Exceptionally large gain in volume of 
business handled . . . Increasing number 
of estates under administration, living 
trusts, and investment advisory accounts 
... Many appointments under will... 
Established a Common Trust Fund. 

State Bank & Trust Co., Evanston 


The continued growth of the depart- 
ment can be best summarized by stating 
that the number of accounts serviced and 
gross fees collected were higher than 
ever before. 

First National Bank, Lake Forest 


An excellent year as to income and 
the development of new accounts... 
adoption of semi-automatic bookkeeping 
equipment permitted improvement in pro- 
ductivity. 

Commercial National Bank, Peoria 


Increased business, especially the trust 
department. 
First National Bank, Springfield 


Increase in both assets and number of 
accounts (from 182 to 191) ... Estab- 
lished Investment Trust for Employee 
Benefit Plans and several firms are now 
participating. 

Irwin Union Bank & Trust Co., 
Columbus, Ind. 





CENTRAL 


NATIONAL BANK 


...a complete trust 
service in Cleveland 


Your requirements for an- 
cillary trust services in the 
Great Lakes Area will be 
met efficiently and promptly 
at Central National Bank. 
Our Trust Department staff 
is competent and experienced 
in all phases of personal 
and corporate trust matters. 


CLEVELAND 


Cleveland 1, Ohio 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 





Ancillary 
Administration 


on Florida's 





DUNEDIN, FLORIDA 
Member Federal Deposit | Cc 








BANK of DUNEDIN 
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Li 











Pittsburgh’s 
Oldest 
Trust 

Company 


Established 1863 





PEOPLES FIRST 
NATIONAL 


BANK & TRUST COMPANY 
Pittsburgh 30, Pa. 
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Arizona Fiduciary 








Is Required 
or Advisable, 
Your Inquiry Is 

Cordially Invited 





Growth continues at a gratifying pace 
... largely in estates under administra- 
tion, retirement or profit sharing plans, 
and personal trust and agency accounts. 

First National Bank, Elkhart 


Consistent promotion has created a 
steadily greater demand for services. 
Citizens National Bank, Evansville 


One of the bank’s fastest growing ac- 
tivities . . . moved to larger quarters. 
Fort Wayne National Bank 


Continues to expand . . . Desirable vol- 
ume of new business transacted. 

Lincoln National Bank & Trust Co., 

Fort Wayne 


An excellent year ... dollar volume of 
new estates by far the largest in depart- 
ment history ... Common Trust Fund at- 
tained new highs in total market value, 
value per unit and trusts participating 

Investment Trust for Employee 
Benefit Plans continues to grow ... De- 
partment facilities expanded. 

American Fletcher National Bank 

& Trust Co., Indianapolis 


Assets increased 186%. 
Fidelity Bank & Trust Co., 
Indianapolis 


One of the department’s greatest years 
of growth as to new assets and earnings 
. . . Common Trust Fund and Pension 
and Profit Sharing Pool Plan sustained 
substantial increase. 

Indiana National Bank, Indianapolis 


Another successful year... Of special 
interest is the growth in the field of 
pensions with a 25% increase in the 
number of plans administered . . . Group 
Trust for Pension and Profit Sharing 
Plans in operation . . . Common Trust 
Fund established . . . Continued growth 
in all phases required an increase in 
the staff. 

Merchants National Bank & Trust Co., 

Indianapolis 


Increasing number of customers .. . 
New personnel added. 
Purdue National Bank, Lafayette 


Continued to expand in all categories. 
Second National Bank, Richmond 


Continued rapid growth. 
First Bank & Trust Co., South Bend 


Healthy 1642% increase in assets... 
growth in both assets and earnings fol- 
lowed pattern of recent years ... Trust 
officers have undertaken various property 
management services for welfare and re- 
ligious groups, educational and non- 
profit organizations. 

National Bank & Trust Co., 
South Bend 


Through the banking department and 
federal deposit insurance corporation 
word has come back to us indirectly that 
we have one of the finest trust depart- 
ments and facilities for keeping the best 
set of records in this part of the coun- 









Espe 
of acti 
wills 
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Fund. 


try ... Several large new trusts anj 
agencies have come to this departmen 
so again it is crowded for room. .. 
One of the most important things jw 
did this year was to install electron; 
bookkeeping. 






Council Bluffs Savings Bani L 
Earnings were the highest and tha The 
volume of assets held in a_fiduciarymé Ye" 
capacity, as well as the number of acjlts 45' 
counts, showed a marked increase. Busi. custon 
ness on our books indicates 1959 wil] bj stv! 
an excellent year ...A large number of and t! 
new wills were filed with us. 
Commercial National Bank. 
Kansas City, Kai, On 
Increasing numbers of people are con.(M 8 
sulting our trust officers. busin 
First National Bank, Topekif 22% 
Trust principal established a ney durin 
record . .. The department has had a =“ 
steady and accelerating growth ever i 
since it was organized over 75 year a 
ago... It has served most of the com- my 
munity’s fine educational and charitabk 
institutions, and thousands of Louisville Bo 
and Kentucky families .. . Estate plan. —® " 
ning in cooperation with attorneys, in. “4 
surance men and accountants has re.[p SYS! 
sulted in realized benefits. Esta 
Citizens Fidelity Bank & Trust Co,§ "8 
Louisville 5,0 
Initiated two new services this year: a 
the Dual Trust for Retirement Plan: soa 
and the Stock Accumulation Agency i al 
(first in Louisville to offer these twe ia 
services) The Wills and Trust:f 
Manual, a 194 page loose-leaf bool® 


edited by Judge Osso W. Stanley, andi C 


issued with our compliments to member: f eins 
of the Bar in 1951, was completely re: pe 
vised this year . . . The Women’s Fi-f ®™ 


nance Forum was presented again for) "? | 
the eighth time . . . The book value off) “t@ 
trust assets and gross commissions were}, “! 
higher than in any previous year. bon 
Kentucky Trust Co., Louisville 

Each year my comment regarding thef \ 
trust department starts with the samef bus 
language to the effect that it had the 
best year in its history and its growth gg 
continued substantial. AA 
Liberty National Bank & Trust Co. 
Louisville ® 
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Especially good year .. . high level 
of activity . . . largest ever number of 
wils probated naming the bank ... all- 
time high in earnings ... now taking 
fnal steps to establish a Common Trust 
Fund. 

Lincoln Bank & Trust Co., Louisville 


The trust department continues to be 
avery important adjunct to the bank. 
Its assets continue to increase, and many 
customers are taking advantage of its 
services in the investment of money 
and the handling of estates. 

Commercial National Bank, 
Shreveport 


One of the most active years, measured 
by growth of assets, earnings, new 
business development, and number of 
appointments as executor under wills 
... Assets have more than quadrupled 
during the past decade . . Another 
rapidly growing segment of the depart- 
ment’s operation is in the field of em- 
ployee benefit services. 

First National Bank, Shreveport 


Book value of trust funds represented 
an increase of 16% . earnings in- 
creased at the same rate . . . Additional 
substantial assets not yet appraised... 
Estate planning resulted in wills nam- 
ing the bank involving more _ than 
$5,000,000 The further growth that is 
reasonably expected leaves us with the 


scnviction that the major problem im- 


mediately before us is the development 
and education of personnel to staff the 


steadily expanding department. 
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Depository Trust Co., Augusta, Me. 


. substantial in- 
started a (second) 


Continued to grow. . 
crease in income... 


Common Trust Fund to be invested pre- 
; Fi-& 


1e off 
, ‘0 invest in whatever ratio of stocks and 
| bonds they may desire. 

svillee 
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same 


sville ... a 
| Uzation “So Little for Eve” has been 


dominantly in common stocks . . . set 
up a pooled fund for pension and profit- 
sharing plans which allows customers 


Canal National Bank, Portland, Me. 


Very substantial increase in volume of 


ner business in all the different categories. 
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First Portland National Bank 


Continuing expansion of operations . 


Co, yA Substantial portion of growth is at- 


tributable to estates ... Our film drama- 
very favorably received by our employ- 
fs, Customers, correspondent banks, pro- 
fessional, service and civic groups. 
Equitable Trust Co., Baltimore 


Substantial growth and _ satisfactory 
result: .. . Both corporate and personal 
trust ‘visions showed marked progress 
mM ne’ business and in total volume. 

idelity-Baltimore National Bank 

| , Continues to grow... Again the earn- 

Ings “were higher than in any previous 
} Year, 

First National Bank, Baltimore 
Department played an important part 
in the production of total bank earnings 
Apri, 1959 


... Has grown steadily in both personal 
and corporate fields. 
Maryland Trust Co., Baltimore 


At the end of 1958 personal trust de- 
partment held 6630 accounts with aggre- 
gate market value in excess of $1,250,- 
000,000 . . . gratifying net gain... 
Many new appointments under wills... 
Common Trust Fund had market value 
of $46,488,747 and 1762 accounts (both 
new highs) Pension and profit- 
sharing accounts continued to expand. 

Mercantile-Safe Deposit & Trust Co., 
Baltimore 


Growth experienced during the year 
should be maintained in the future from 
the increasing number of wills and trust 


agreements, 
Union Trust Co. of Maryland, 
Baltimore 
Earnings increased 3.1% ... Number 


of accounts and book value of assets 
again reached a new high despite size- 
able distributions . . . Gross new busi- 
ness received $40,129,000 . . . Sixth anni- 
versary of estate planning department 
as a separate unit ... Every indication 
that our trust business will continue to 
increase .. . Common Trust Fund com- 
pleted 13th year with income distribu- 
tions and market value per unit estab- 
lishing new highs. The results have more 
than justified our confidence in it as an 
excellent investment vehicle for small 
and moderate size accounts The 
Permanent Charity Fund, since its in- 
ception in 1918, has distributed $12,000,- 
000 of income. 
Boston Safe Deposit & Trust Co., 
Boston 


Gross revenues increased 14% in 1958. 
Continued growth in personal trust serv- 
ices and a higher volume of activity han- 
dled for mutual investment funds con- 
tributed to the larger income ... We 
placed greater emphasis on the develop- 
ment of services as trustee and agent 
for pension and profit-sharing trusts. 
Unique in Boston was the inauguration 
of the Shawmut “Two-Fund Plan” for 
the investment of employee benefit trusts 
. . . Additional equipment and enlarged 
quarters as well as an increase in staff 
have been provided to meet expansion. 

National Shawmut Bank, Boston 


Last year we reported that total trust 
and agency assets at book value had 
passed the two-million-dollar mark .. . 
In October 1958 the book value of total 
fiduciary assets alone passed the one- 
billion-dollar mark. Combined fiduciary 
and agency assets now total almost two 
and one quarter billion dollars 
Adoption by business of employee bene- 
fit plans of all types has been an 
important factor in this growth... We 
were a pioneer in the establishment of 
a pooled pension fund and a _ pooled 
profit-sharing fund . . . More recently 
administrative work in this field has been 
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augmented by our appointment by union 
and management trustees as administra- 
tor of health and welfare plans... 
We also serve the investment trust busi- 
ness ... Other developments during the 
25-year period have been formation of 
the first Common Trust Fund in New 
England . . . and the establishment of 
Old Colony Charitable Foundation. 

Old Colony Trust Co., Boston 


Again moved ahead ... At the end 
of 1958 the total book value of estates, 
trust and agency accounts was pushing 
the $400 million mark. Trusts accounted 
for $299,485,089, estates $7,138,510 and 
agency accounts $91,258,367. In addi- 
tion Investment Consultation Accounts 
(investment advice only) had a market 
value well over $100,000,000 . .. Our 
trust department has always been a 
vitally important and profitable part of 
our organization. Over the last 10 years 
its contribution has ranged from about 
37% to 45% of total operating earnings 
and its business has benefited by a 
steady and satisfactory growth 
Market value of the Common Trust 
Fund (started in 1948) is in excess of 
$17,000,000 . . . Our directors have au- 
thorized the division of this fund into 
two sections to be known as the “Bond- 
Preferred Stock Fund” and the “Com- 
mon Stock Fund” ... Plans are near- 
ing completion for a pooled investment 
fund, with subdivision for fixed income 
and common stock investment, for pen- 
sion and profit-sharing plans. 

New England Trust Co., Boston 


Trust business showed a marked in- 
crease over 1957 ... This growth was 
largely influenced by the close liaison 
which exists between the trust and com- 
mercial departments . . . First annual 
report of the Common Trust Fund re- 
flects its inherent advantages. 

Rockland-Atlas National Bank, Boston 


Trust Division employs about one- 
third of our total staff and contributes 
approximately 30% of the bank’s gross 
income ... Volume of business as trus- 
tee and agent continues to show excep- 
tional gain . . . Book value in excess of 
$575,000,000 represents a net increase 
of $25,000,000 . . . Estate analysis de- 
partment continues its close cooperation 
with members of the Bar . .. Pension 
and profit-sharing plans continue to in- 
crease in number and in size . . . Com- 
mon Trust Fund, now in its 12th year, 
continues to prove its usefulness, is cur- 
rently invested 62% in common stocks 
and 38% in fixed income securities, total 
market value in excess of $18,000,000 
with more than 400 participating trusts 
. . . We also have a pension trust for 
banks, a group trust for pension plans 
and a group trust for profit-sharing 
plans, 

Second Bank-State Street Trust Co., 
Boston 


“MILLIONS OF 
DOLLARS 
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Book Value of Personal Trust Fiduciary and 
Agency Accounts for First National Bank 
and Old Colony Trust Co. 





Total assets increased (including 
funds held as custodian and agent) to 
$18,184,745 from $16,605,483 last year 
.. . Common Trust Fund reported book 
assets of $498,184 compared to $399,017. 

Cambridge Trust Co. 


Continued to grow . . . book value of 
assets amounted to $58,789,694 compared 
with $53,497,090 a year ago... Com- 
mon Trust Fund had 96 participating 
trust accounts with aggregate book value 
of $2,402,888. 


Harvard Trust Co., Cambridge & lati 


Continued satisfactory growth 


time high. 


Union National Bank, Lowell 3 put 
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Very satisfactory growth .. . Total 
assets of $14,643,563 divided into 230 
active accounts as follows: estates 28; 


39; insurance trusts 9 . . . There has 

also been a growth in the number of 

pension and profit-sharing trusts. 
Malden Trust Co. 


Current market value of trust ac- 
counts more than $65 million, an_ his- 
torical high point . . . 51 new accounts, 
including nine agencies, with total asset 
value over $5 million 
trustee under 14 new 
with policy face value totaling 
$765,000 . . . Active trust accounts 575. 


earnings proportionately higher 


There were 61 successful showings t0 f 


2,200 people of “So Little for Eve” ..-- 
testators whose wills are filed with us 
are advised of the importance of will 
review at least every five years. 
Worcester County National Bu 
(To be continued) 
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ACK IN 1944 THE St. Louis UNION 
Trust Company established what is 
believed to be the first common trust 
fund limited to common stock invest- 
ment. This event caused a great deal of 
anguish to one of the then Governors of 
the Federal Reserve System. He felt very 
strongly that in the event of a sharp 
market decline the unit value of the fund 
would drop to such a great extent that 
the result, looked at with an uneducated 
public eye, would be certain to bring 
about a bad public relations situation. 
In other words, he thought that if a mar- 
ket decline should cause the unit value 
of a fully discretionary fund to drop 10 
or 20 points, the unit value of a com- 
non stock fund might well decline as 
much as 50 points and that this would 
be very detrimental to the public accep- 
tance of common trust funds. 
This Governor wanted to amend Regu- 


| lation F so as to prohibit common stock 
_. «common trust funds. He was only dis- 
n all saded when it was pointed out to him 
\ that such a ruling would immediately 
| put the Board in the position of deter- 
Total f) mining investment policy for common 
| trust funds. If 100% in common stocks 
| Was too much, where should the line be 
jdrawn? At 75% or 60% or 50% or 
| Where? As a result of this argument the 
| matter was dropped. 


For a good many years nothing more 
was heard of the common stock common 
trust funds but in the last two or three 
years a number have been established so 


| that there are now about 35 in the coun- 


ity. Some of these resulted from split- 
lng existing discretionary funds into 


» ‘Wo parts but most have been started 


S fresh « 


} Ot as part of a bank’s first venture into 


‘ther to supplement existing funds 


the fie'd. Often the common stock fund 


has been supplemented by a fixed income 
securi!y fund. A medium sized trust de- 
partment, contemplating the establish- 
= one or more common trust funds 
Or th: 


first time, has asked if it would 
be beter to set up a fully balanced fund 
r to establish dual funds. 


Among objections to the dual fund 
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TRUST OPERATIONS and ADMINISTRATION .... 


GEORGE C. BARCLAY 
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Dual Common Trust Funds 





idea there can be no doubt that the con- 
cern voiced by the Federal Reserve Gov- 
ernor does have some weight. As a mat- 
ter of psychology, a drop in value of 40 
or 50 points in the case of a common 
stock fund will stand out like a sore 
thumb in the minds of the public where- 
as a similar decline, limited to the per- 
centage of stocks in a discretionary fund, 
will be concealed by the presumably 
more stable action of the bond portion 
of the fund. Since security values have 
generally moved upward during the past 
15 years there has been no opportunity 
to test this possibility and some might 
even be heard to say that in the last 
couple of years the weakness in bond 
prices has removed some of the prior 
assurance that their stability would be a 
prop to the stock portion of a diversified 
portfolio. 

Another deterrent to the setting up of 
a common stock common trust fund lies 
in the possible amount of paper work 
that might be involved in trying to main- 
tain proper investment ratios within the 
participating trusts. If, for example, one 
trust should have 50% in common stocks 
and another 60%, and the Walue of their 
interests in the common stock fund has 
skyrocketed, should not a portion of 
their participations be withdrawn and 
these amounts be invested elsewhere, so 
as to bring the ratios back where they 
should be? And the reverse might be 
desirable if the fund’s value went down. 
Much bookkeeping would appear to be 
the necessary result. 

Those who favor dual funds point to 
the greater flexibility of the setup. They 
say that in the very case above suggested, 
where one trust should have 50% in 
common stocks and another should have 
60%, beth have to have the same amount 
in a balanced fund whereas each can 
have its proper proportion through the 
use of a common stock fund. Of course, 
they admit that in order to keep the ra- 
tios in proper balance it may well be- 
come necessary to plan on transferring 
units from the common stock fund to 
the fixed income fund and vice. versa as 





values fluctuate, but they are not alarmed 
at the possible bookkeeping expense in- 
volved. 


A common stock fund can be of real 
value where the bank desires to invest in 
a common trust fund a portion of a trust 
which is in excess of $100,000. Thus in 
the case of a $200,000 trust, half could 
go into a common stock fund and the 
balance be invested in bonds within the 
separate trust. There has been a great 
difference of opinion among banks as to 
the advisability in any circumstances of 
investing any part of a trust larger than 
$100,000 in any common trust fund but 
the use of a common stock fund should 
go a long way to making this a practical 
thing to do in proper cases. 


A few of the banks with common stock 
funds have not established companion 
fixed income security common funds. 
Their idea is that they get even more 
flexibility by handling the bond portion 
of their trust investments within the sep- 
arate trusts. They say that some trusts 
need more Governments than others or 
do not need any, that some require tax- 
free bonds while others do not, etc. It 
would seem that on this basis the banks 
would be foregoing a large amount of 
savings which would result from clip- 
ping and collecting all coupons and from 
making all bookkeeping entries in the 
common trust fund rather than in all the 
separate trusts. Furthermore, to the ex- 
tent that participants in common trust 
funds are limited to small trusts there 
would not seem to be any crying need to 
go to any great expense to provide in- 
vestment in municipals and other tax 
frees. 


It is the writer’s opinion that in the 
case of a smaller bank, most of whose 
trusts for which the common trust fund 
idea is an investment solution are small 
or medium size ones, and for any bank 
that does not as a matter of policy plan 
to use its common trust fund for trusts 
in excess of $100,000, a single, well bal- 
anced discretionary fund is the best solu- 
tion. Small trusts can, as a practical mat- 
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ter, pretty much conform to a standard 
investment pattern and thus most of the 
advantages of common trust fund invest- 
ment can be provided without the ex- 
pense of maintaining two common trust 
funds. The flexibility arguments in favor 
of dual funds are strong but seem to be 
of more particular application where the 
policy of the bank is to use its common 
trust funds for larger trusts. 

Some banks, after operating a discre- 
tionary fund for 15 years or so, have 
concluded that the large amount of un- 
realized capital gains in the fund repre- 
sents a kind of “boxed in” liability for 
possible capital gains taxes in the case 
of new participants. For this reason a 
number of banks have established a sec- 
ond or even a third balanced, discre- 
tionary fund for new entrants. This is 
doubtless a good plan in proper cases but 
it is an answer to a different problem 
than that sought to be solved by dual 
funds. 


CURRICULUM FOR 
TRUST SCHOOL 


Since the establishment of the New 
York Trust Administration School was 
announced last month the curriculum 
has been definitely decided upon and the 
faculty selected. The course, to be held 
at Rennselaer Polytechnic Institute, 
Troy, N. Y., from June 15 through 19, 
will consist of 32 hours of intensive in- 
struction plus six hours of evening dis- 
cussion. The course is not intended to 
teach basic fundamentals but is tailored 
for the junior officer or senior clerk who 
already has considerable exposure to the 
business and who can benefit from con- 
tact with the experience and knowledge 
of senior officials. 

The curriculum, which for this year 
is to be limited to matters relating to 
estates rather than trusts, will include 
the following topics: 


Fundamentals of Wills 

Pre-Probate Period 

Probate & Qualification 

Powers of Appointment 

Planning of Administration 

Policy Factors & Procedures 

Self-Dealing 

Discovery, Collection & Preservation 
of Assets 

Business Interests 

Budget Requirements 

Liabilities & Claims 

Income Taxes — Federal & State 

Estate Taxes — Federal & State 

Marital Deduction & Valuation Prob- 
lems 

Accounting & Distribution 

Audit Procedures 


In addition to a number of well 
known men from trust departments of 
banks throughout the state, the instruc- 


tors include Surrogate Leon Schwerz- 
mann, Jr., of Jefferson County, Water- 
town; Richard Heath, of Hodgson, Russ, 
Andrews, Woods & Goodyear, Buflalo; 
Maurice E. McLoughlin, of White & 
Case, New York; and Earl S. MacNeill, 
vice president, Merrill Anderson Co., 
New York. 

Applications for admission should be 
mailed to Charles E. G. Lloyd, Registrar, 
Trust Division, New York State Bankers 
Association, 405 Lexington Ave., New 
York 17, N. Y. It is probable that the en- 
rolment for the first year will be limited 
to men from banks in New York State. 


VARIABLE ANNUITIES 


OUR YEARS AGO A COMMITTEE OF THE 

Trust Division of the 
Bankers Association was appointed to 
look into the question whether the sale 
of variable annuities by insurance com- 
panies would have any effect on the trust 
business. The committee concluded that 
there was no serious competitive factor 
involved. But since trustmen are often 
asked to advise customers with respect 
to the desirability of their purchasing 
annuities and sometimes are directed to 
purchase them with estate or trust mon- 
eys, a brief word abcut the recent de- 
cision of the Supreme Court of the 
United States in SEC v. Variable An- 
nuity Life Insurance Co. (March 23, 
1959) would seem to be in order. 

A variable annuity arrangement pre- 
supposes that the premiums paid in will 


be invested wholly or largely in common F 
stocks. The insurance company does not, § 
because it cannot, guarantee a fixed 
monthly or other periodic payment inf 


dollars but agrees to pay to the annui- 


tant periodically the then proportionate F 


value of his interest in the securities. The 
idea is that these values will vary with 
the purchasing power of the dollar so 
that in the event of serious inflation the 
annuitant would not be “boxed in” with 
a fixed dollar payment but would enjoy 
the results of market action on the sup- 
porting portfolio. Two companies incor- 
porated in the District of Columbia are 
prepared to offer variable annuities. A 
principal protagonist of the idea has 
been the Prudential Insurance Company, 
which for a number of years has been 
endeavoring to obtain permissive legis- 
lation in New Jersey. 

A question arose, however, particular- 
ly in the minds of sponsors of mutual 
funds, as to whether variable annuities 
are in fact annuities in the accepted 
sense or rather more akin to secur: ti 
and especially mutual fund shares. |» 
latter case their regulation would | 
sumably fall within the jurisdictic: 
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the Securities and Exchange Commission 

whereas in the former case, regulation 

188, § would be by the State Commissioner of 

lo; J Insurance. The variable annuity compa- 

& & nies were most anxious for the latter re- 
“ill, sult. 


The Court took the former view in a 
5 to 4 decision written by Mr. Justice 


I . 
°© @ Douglas, who argued that since there 


‘@?; B was no guarantee of a fixed income the 
“TS & entire risk was on the annuitant. The 
‘eW & issuer assumed no true risk in the insur- 
©0- & ance sense and therefore variable annui- 
we ties could not qualify as “insurance” 
“ subject to the statutory exception ex- 

enpting insurance from S.E.C. regula- 
rug tion. The minority took the view that, 
can though a variable annuity differed 
to je rom the traditional concept of an an- 
sale @ ity, nevertheless it was close enough 
om: | °° that the Court should not have re- 
rust | moved it from the principle that insur- 


that @ mce is to be regulated by the states 


Hiei rather than by the Federal Government. 


ften The result of this decision is likely to 
pect — be that insurance companies which do 
sing § not want to subject themselves to S.E.C. 
d to § regulation will not offer variable annui- 
non- & ties. The decision is interesting, though, 
de- — because it shows that a majority of the 
the — present court places greater emphasis 
An-§ om the means of carrying out the pur- 
23, — pose than on the general function of the 
issuer. Whether at some future time this 
pre- ¢pproach might be made in the case of 
will some historical trust function remains 
mon ff to be seen. 
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rege of The First National City Bank of 

j ‘ew “ork’s new building at 399 Park Ave- 

nue -- to be completed in 1961 — which 

Py f ase uptown executive headquarters 

% the Bank and of its affiliate, First Na- 
tional City Trust Co. 
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Gain in Trust Assets Reported 


Total trust assets in state chartered 
banks of California at the 1958 year-end 
totaled $2,919,919,000 of which $486,- 
757,000 represented court accounts and 
$2,433,162,000 private accounts. This is 
slightly less than the $2,978,251,000 total 
of June 23, 1958, but the loss appears 
to be chiefly under the heading “Other 
liabilities, including Escrows, Safekeep- 
ing, etc.” which in this six months pe- 
riod dropped from $1,810,541,000 to 
$1,696,164,000. In this same period trust 
investments in personal property and 
real property rose from $1,073,899,000 
to $1,126,320,000. Trusts held under 
special agreement increased $23 million. 

State chartered institutions in Massa- 
chusetts at the end of 1958 held total 
trust assets of $2,566,064,000 compared 
to $2,388,380,000 a year earlier. In both 
years about 46% was invested in stocks. 
In addition, assets as agent, custodian 
etc., rose from $3,730,832,000 to $4,- 
080,710,000 and assets as corporate 
agent or trustee increased from $352,- 
876,000 to $372,838,000. 

New Hampshire’s trust resources in 
state chartered institutions at the fiscal 
year-end date of June 30 rose from $24,- 
230,000 in 1957 to $26,256,000 in 1958. 
Trusts accounted for 50% of total in 
both years. Agencies increased slightly 
— from 41% to 43% — and estates 
dropped from 7.6% to 5.2%. Stocks 
were 69% of total in 1957, 67% in 1958. 

Ohio reports for the 1958 year end 
show personal trust assets in Ohio banks 
of $1,846,894,000 compared with $1.- 
736,466,000 a year earlier. The 1958 
divsion of some $394 million in court 
accounts, $1,029,000,000 in living trusts 
and $424 million in “other” accounts 
varies little from the preceding year. 
Corporate accounts (not included in the 
total above) rose from $494,875,564 to 
$547,794,815. 

The foreign banks in Ohio had total 
personal trust assets of $29,497,991 and 
corporate accounts amounting to $2,- 
757,036 in 1958 compared with $26,- 
604,400 and $1,760,697 respectively in 
1957. In the Ohio banks the living trust 
assets more than equaled court and 
“other” accounts combined, but among 
the foreign banks living trusts made up 
the smallest part, about one sixth of the 
total. 


Pennsylvania’s state chartered banks 
and trust companies had total trust 
funds of $5,193,200,000 on December 
31, 1958 compared to $4,916,100,000 the 
previous year. The corresponding figures 
for corporate trusts were $5,320,000,000 
and $4,949,000,000. 





“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 
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F YOU ARE A MALE OF 50 AND WORK- 
l ing for a living your life expectancy 
is about 23 years and 16 or 17 of them 
will be spent as a wage earner. If you are 
a male of 62 the odds are about 4 in 100 
that you will retire from the work force 
within a year, and there are another 3 
chances in a hundred that your secession 
from the force will be for a less pleasant 
reason. Averages such as this form the 
subject matter of three official publica- 
tions (two American, one British) on 
the length of working life.* 


It was. in fact, the issue a few weeks 
ago of the British statistics on working 
life that reminded us of the earlier and 
more elaborate information derived from 
U. S. census data. In both countries the 
proportion of individuals in the labor 
force (including those temporarily un- 
employed and members of the Armed 
Forces) was available at each age or 
group of ages. Application of these per- 
centages to a “life table” based on 
census material produced what actuaries 
in the pension field call a “service table.” 
From the latter it is possible to calculate 
an “expectation of working life” at every 
age, and annual loss rates from the work 
force due to mortality and other causes, 
respectively. 

It will be understood that whereas the 
loss rates are those actually recorded in 
the year data were collected, the work- 
ing-life expectancies are hypothetical in 
the sense that they indicate what would 
happen (on the average) if those par- 
ticular loss rates were to hold good for 
another 20 or 30 years. It is thus of in- 
terest to see how these loss rates may 
have varied between two different 
periods in this country, and whether the 
experience in Great Britain is similar to 
that here. If there is broad similarity in 
the loss rates at different times and in 
different countries the expectancies cal- 


*Tables of Working Life, Bulletin No. 1001, U.S. 
Dept. of Labor, Washington, 1950. Tables of 
Working Life for Women, 1950, Bulletin No. 1204, 
U. S. Dept. of Labor, Washington, 1957. The 
Length of Working Life of Males in Great Britain, 
Ministry of Labour and National Service, H.M. 
S.0., London, 1959. 
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The Length of Working Life 


culated therefrom have a wider validity 
than in the case where new trends are 
developing. 

Let us, therefore, glance at some of 
the loss rates from the working popula- 
tion on account of causes other than 
death.+ Table 1 shows that these loss 
rates — which, for males at least, are 
principally due to disability in one sense 
or another — are in all fairly small even 
in a man’s early sixties. Oddly enough, 
although females leave the work force 


‘ 


females are thus more apt to 
job” than men are! 

A comparison of the male rates in the 
U. S. and Great Britain shows they are 
much lower in that country. Some of 
these differentials may be due to differ- 
ences in the constitution of the labor 
force rather than to a greater tendency 
in the U. S. to “retire.” For example, in 
1940 the “other causes” loss rate at age 
57 among U. S. rural non-white males 
was only 5 per thousand, less than half 


“stay on the 








at a much faster rate at the younger the rate for the country as a whole. 
TABLE 1 
Annual loss rate (per 1000) from working group due to causes other than death 
G. B. Males U. S. Males U. S. Females 
Age 1931 1955 1940 1947* 1940*  1950* 
32 0.6 1.0 0.3 0.8 9.3 33 
42 . 0.6 0.9 2.4 22 7.4 4.4 
52 21 1.0 5.1 4.9 8.1 8.4 
57 7.3 5.2 11.4 9.1 9.4 10.4 
ae ieee ea 22.0 10.8 37.3 41.2 
*These rates are one-fifth of the central loss-rate spanning five ages centered at that shown. 
TABLE 2 
Worker’s average future years of working life 
G.B. Males U.S. Males U.S. Females U.S. Single Females FF 
Age 1931 1955 1940 1947 1940 1950 1940 ©1950 : 
30 . 838.4 34.2 32.2 33.6 8.1 10.9 15.9 21.6 
40 . 24.8 25.0 23.7 24.8 5.3 7.8 13.5 17.6 
50 - 167 26h 15.9 16.9 3.1 45 8.6 10.8 
_ Soe 9.3 8.1 9.1 9.7 1.4 2.0 4.0 5.1 
| aa 5.2 4.4 5.6 5.9 








ages — mainly because of marriage and 
childbirth — by their mid-fifties they 
are as “stable” as males. This is in 
strong contrast with the old actuarial 
rule-of-thumb that female “total and 
permanent” disability rates are double 
those of males at all ages. The explana- 
tion is, of course, that the females con- 
sidered by the Department of Labor had 
not the “incentive” of a disability an- 
nuity to cause them to leave the work 
force. We should, perhaps, remind our 
readers that in the mid-fifties a man’s 
mortality rate is about 1% (i.e., 10 per 
1000) whereas a female’s is only one- 


half that. Once they reach their fifties 


+Death rates are subject to a slow downward 
trend here and in Great Britain, and there are 
differences between the two countries. However, 
these differences are all of a smaller order than 
those we are reviewing in this article. 


Strangely these large differences in loss 
rates here and in Britain practically 
vanish when we come to the expectancy 
of working life. 

These expectancies are shown in Table 
2. Notice that whereas our averages in- 


creased between 1940 and 1947 those in ff 


Britain decreased between 1931 and 
1955. While one is inclined to attribute P) 
our increase to the improved employ- : 
ment situation by the end of the war.) 
Britain’s decreases are probably due tof 
the better pensions now available there [7 
on retirement. The general tendency for} 
females to “retire” early is noticeable 
even among single women who have 
passed their marriageable ages. Ii will] 
be recognized that the working-lif: ex- 
pectancies of males aged 60 are in 
creased by those males who work into 
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their seventies and eighties. This is a 
phenomenon that must be very rare 
among females. 

The pension actuary would be ill 
advised to use the broad, average loss- 
rates of Table 1 as a basis for his dis- 
ability-retirement calculations. Neverthe- 
less the publication of these figures by 
the Department of Labor is very valu- 
able “background material” for all of us 
in the pension business. It is to be hoped 
that more up-to-date male figures will 
soon be made available. 


Annual Report Forms Under 
Disclosure Act 


he 


he ORMS D-2 FOR REPORTING ANNUALLY 
ire Ponder the Welfare and Pension Plans 
of Disclosure Act are now available from 
er- — the Welfare and Pension Reports Divi- 


Or sion, Department of Labor, Liberty Loan 


icy Building, Washington 25, D. C. Unlike 
in Forms D-1, the original plan disclosure 
forms which had to be filed prior to 
April 1, it is understood that these new 
forms will not be available from the 
regional Wage and Hour offices. On the 
other hand, they will be sent auto- 
matically to all plan administrators who 
1 file Forms D-1. 

It will be remembered that the use of 
the official forms D-1 and D-2 is not 
mandatory under the Act. However, 

' speaking at a joint meeting of the 
» Chicago Actuarial Club and the Mid- 
| West Pension Conference, W. A. Motley, 
' Director of the Bureau of Labor Stand- 
7 ards, said that up to the end of February 
» 95% of the 10,000 odd plan descriptions 
wie q fled had been made on Form D-1, An 
39 § analysis of the first 2,000 returns showed 


age 
iles 
ralf 


ole. 


“Parts,” “Exhibits” and “Schedules” 
are appropriate for his own company’s 
plans, future annual filing should be 
much simpler. 

Broadly, any administrator of an un- 
funded, uninsured pension or welfare 
plan has only to file Part I of Form D-2; 
if the plan is wholly insured he files 
Parts I and II; and if the plan is trust- 
funded he should file Parts I and III. 
Plans that utilize both an insurance car- 
rier and a trust fund (other than a mere 
transfer account for pensions) will have 
to ay all three Parts. Of the Ex- 
hibits, , A-2 and A-3 are essentially 
for use eet insured plans, while Ex- 
hibits B-1 and B-2 are to be used for 
plans financed through trust funds. Sal- 
aries, fees and commissions charged to 
a plan are to be reported on Schedules 
1 and 2, and investments and loans to 
parties-in-interest are to be detailed in 
Exhibit C,. 

Since these official forms are to be 
used without specific reference to the 
Act they tend to err on the side of over- 
completeness rather than the reverse. 
Thus, for example, where the Act asks 
for “a detailed statement of the salaries 
and fees and commissions charged to the 
plan, to whom paid, in what amount, and 
for what purposes” Exhibit A-1 provides 
spaces for the names and addresses of 
each recipient of commissions and fees 
(separately). The Department of Labor 
has had a number of such interpretive 
problems in preparing these forms. 

We believe that most plan adminis- 
trators will struggle with the “paper 
work” involved in filling out the various 
Parts of Form D-2 and its Exhibits. This 
is because the form is “official” and they 
will thus feel that they have complied 
with the Disclosure Act with no “ifs” 
and “buts’”—and, what is more, they do 
not have to wade through the legal termi- 
nology of the act itself. However, for the 
record, we note that if a company has a 
qualified trust-funded pension plan its 





6 } that 10% were defective in one or more 
* | items required under the Act. The De- 
1 | partment proposed to send administra- 
; tors a check list of any such omissions. 
a Because of the wide range of plans to 
loss BH be covered the new forms D-2 are not 
cally B exactly easy reading. However, once the 
ancy @ plan administrator has decided which 
lable R|) 
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Stamford, Glenbrook, Darien, Wilton, New Canaan and neighboring 
Fairfield County, Connecticut, communities 


* FEDERAL DEPOSIT INSURANCE CORPORATION 


actuarial certification and trustee’s state- 
ment filed annually with the Treasury 
should contain every item that has to be 
“disclosed” under the Act (or can be 
revised to do so,) with the sole excep- 
tion of the list of names (not addresses) 
of individuals to whom salaries, fees and 
commissions have been paid and the 
amount and purposes of these payments. 
If, therefore, any administrator were to 
file two copies of these two documents 
annually with the Department of Labor 
(as well as with his tax return) together 
with a sworn statement incorporating 
them by reference and adding two copies 
of the list just mentioned he would be 
complying with all the provisions of the 
Disclosure Act. This would certainly be 
simpler than filling in Form D-2 for 
such a plan, but it does not, of course, 
apply to a company’s welfare and in- 
sured pension plans. 


A AA 


@ On April 14 Frederick J. Robbins, at- 
torney, conducted a discussion for Cor- 
porate Fiduciaries Association of Boston 
on “The Keogh Bill — Retirement Trusts 
for the Self-Employed.” Mr. Robbins is 
vice chairman of the Committee on Tax- 
ation of Banking Institutions and Regu- 
lated Investment Companies, Tax Sec- 
tion, American Bar Association. 
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TRUST PERSONNEL CHANGES 


ARKANSAS 


FAYETTEVILLE—James M. Jackson made asst. trust offi- 
cer and asst. vice president at McILroy BANK. 


CALIFORNIA 


LOS ANGELES—SEcurITy-First NATIONAL BANK pro- 
moted H. H. Ferguson to vice president and trust officer; 
and named both Walter R. Holland and Fred J. Wood trust 
officers and assistant secretaries, Farmers & Merchants of- 
fice. 

SAN DIEGO—San DiEeco Trust & SAvincGs BANK elected 
Glenn E. Zick as investment officer of the trust department. 
Zick has been with the bank since 1950. 

SAN FRANCISCO—Edwin McInnis, vice president of BANK 
OF AMERICA N.T. & S.A., named to head the statewide trust 
promotional activities at the head office, both within and 
outside the bank. McInnis joined the Bank in 1925, and is 
currently president of the Associated Trust Companies of 
Central California. At the Sacramento office, Donald R. 
Kenney promoted to trust officer. A graduate of U. of 
California, Kenney has served as trust administrator and 
asst. trust district supervisor. 


CONNECTICUT 


STAMFORD—Richard W. Fitch elected asst. vice president 
and associate trust officer of NATIONAL BANK & TRusT Co. 
OF FAIRFIELD COUNTY, assigned to the new Center Office in 
New Canaan. Fitch graduated from Amherst College, Colum- 
bia U. Law School, and George Washington U. (L.L.M.). 


DELAWARE 


WILMINGTON—BANK oF DELAWARE promoted Walter E. 
Mock to trust officer, in estate settlement division. Mock 
received a B.A. degree in economics from U. of Delaware 
and bachelor of laws from U. of Miami. 


FLORIDA 


FORT LAUDERDALE—Browarp NATIONAL BANK named 
James S. Devitt asst. trust officer. Devitt comes from VALLEY 
NATIONAL BANK, Phoenix. 


FORT LAUDERDALE—First NATIONAL BANK appointed 
Neill E. Graham asst. trust officer. 


JACKSONVILLE—BARNETT NATIONAL BANK elected as 
trust officers J. Richard Grether and Reginald F. Moremen, 
Jr.; named Jack R. Lowder asst. trust officer. 


JACKSONVILLE—Laurence Arenson and Warren UH. 
Moore named asst. trust officers at FLORIDA NATIONAL BANK. 


SOUTH MIAMI—George L. Mendes, Jr., advanced to vice 
president and trust officer of BANK oF SoUTH MIAMI. 
ILLINOIS 


BARRINGTON—First NATIONAL BANK named Russell B. 
Paulson trust officer in addition to vice president to take 
charge of its new trust department. 


BLUE ISLAND—Hilda Kollmann and Joseph Long ad- 
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Covington 
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vanced to trust officers of the STATE BANK. Miss Kollman 
also is vice president, cashier and a director, while Long 
is secretary of the bank. 

CHICAGO—MARQUETTE NATIONAL BANK elected Robert J, 
Wesley a trust officer in addition to being vice president. 
CHICAGO—William C. Vonder Heide advanced to trust 
officer at MUTUAL NATIONAL BANK. 

ELGIN—At UNION NATIONAL BANK & Trust Co., Fletcher 
C. Lamphere elected president. Ashley E. Arnold, formerly 
vice president and trust officer, succeeds Lamphere as ex- 
cutive vice president. 

OLNEY—First NATIONAL BANK named president John C. 
Weber also trust officer, and Fred Newton, Jr., cashier and 
asst. trust officer, in the newly organized trust department. 
PEKIN—D. H. Groen named president of First NATIONAL 
BANK & TRUST Co. succeeding I. M. Weimer, named board 
chairman. Groen previously had been vice president and 
trust officer. 

SPRINGFIELD—Robert V. Prather promoted to vice presi- 
dent and trust officer of ILLINOIS NATIONAL BANK. 


INDIANA 


BLOOMINGTON—James R. Phillippe and Mildred R. 
Stephenson named asst. trust officers of First NATIONAL 
BANK. 

FORT WAYNE—Denver E. Clark advanced to vice presi- 
dent at Fort WAYNE NATIONAL BANK. With the bank since 
1933, and for the past two years investment officer and 
advisor to the trust department on investments, Clark will 
continue in that capacity. 

HAMMOND—Frederic W. Tompkins promoted to trust offi- 
cer at MERCANTILE NATIONAL BANK. 
INDIANAPOLIS—Arthur C. Johnson elected trust officer 
at PEOPLES BANK & TRUST Co. 

NEW CASTLE—Ray Davis retired as president and trust 
officer of First NATIONAL BANK after serving 51 years in 
banking; Gabe Bruner elected president and continues also 
as chairman. 

VINCENNES—SEeEcurity BANK & TrusST Co. 
Herbert Pepmeier to cashier and trust officer. 


advanced 


IOWA 


CEDAR RAPIDS—At MErRcHANTS NATIONAL BANK, Frank- 
lin S. Ruhl appointed trust officer; Ernest J. Buresh pro- 
moted to asst. trust officer. Formerly with LaSalle National 
Bank of Chicago, Ruhl attended Loyola U. at Chicago where 


he received a Bacheior of Laws degree in 1950. Buresh is 4 : 
graduate of College of Law of State U. of Iowa, and heads F 


the farm and estate management division of the trust de- 
partment, 


KENTUCKY 


COVINGTON—Robert H. Taylor, trust officer of CovINctoN 
Trust & BANKING Co., elected executive vice president. In 
1950 Taylor was Young Man of the Year for outstancing 
work with the youth of Northern Kentucky. He was former- 
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ly Assistant Bank Examiner for the Fourth Federal Res°rve } 


district. 


DANVILLE—At Farmers NatioNAL BANK, Henry Gu‘ hrie 


advanced to vice president and trust officer; Tevis Hur 
elected asst. trust officer. 
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MICHIGAN 


DETROIT—William A. Mayberry elected chairman of the 
board and chief executive officer of MANUFACTURERS Na- 
TIONAL BANK; Arthur J. Fushman succeeds Mayberry as 








Iman president. 
Long 
MISSISSIPPI 
rt J LAUREL—Loring Burgess named vice president and trust 
t. a officer of COMMERCIAL NATIONAL BANK succeeding the late 
— PAUL I. WREN Joun G. CUSHMAN ARTHUR J. FUSHMAN Paul Blount. 
rust Boston Boston Detroit 
coneiinesin NEW HAMPSHIRE 

tcher ’ ; ‘ CONCORD—Board chairman I. Reed Gourley retired under 
nerly LAKE CHARLES—F. James Rouyer named senior vice CONCORD NATIONAL BANK’S pension plan but remains on the 
3 eX- president and a director of GULF NATIONAL BANK. He was board. He is succeeded as trust officer by vice president John 

previously vice president and trust officer. W. Carter, Jr., who has been with the bank five years. 
n . MASSACHUSETTS 
ms BOSTON—OLpD CoLony Trust Co, named John G. Cushman NEW YORK 
ee chairman of the trust investment committee. He will retain EAST AURORA—Henry D. Norton, vice president and trust 
coat his titles of vice president of the trust company and trust officer of Erte County Trust Co., named president suc- 
glee > raeconegp errs a. peak rhage ent Bank which ceeding Charles H. Norton, now chairman. 

e joined in . He is a graduate of Harvard. 

Paul I. Wren elected to the new office of executive vice mite’ ee ee Bank named Thomas Tf. 
resi- president of OLD CoLony. Wren returned in February as rekka an asst. trust officer. 

vice president after having served as Assistant to the Secre- SYRACUSE—At MERCHANTS NATIONAL BANK & TRusT Co., 

tary of the Treasury since January 1957. A graduate of Wilson W. Curtis Jr., promoted to trust officer. 

Tufts College with Bachelors and Masters Degree, Wren is WHITE PLAINS—Ford H. Jones appointed vice president 

Life Trustee of the University. and trust officer of County Trust Co. Jones has been in 
. > BOSTON—Alexander G. Bell, Jr., appointed asst. trust offi- new trust business development at the Hanover Bank and 
ONAL cer of ROCKLAND-ATLAS NATIONAL BANK. Bell has previous Irving Trust Co. in New York, and will be in a similar 

experience in the trust and investment field. capacity with County Trust. He is a Yale graduate. 
resi- | NEWTON CENTER—Trust officer John B. C. Palen ele- WHITE PLAINS—NATIONAL BANK OF WESTCHESTER ap- 
since vated to vice president, at NEWTON-WALTHAM BANK & TRUST pointed Dwight Carter, Jr. an asst. trust officer. Carter has 
and Co. been estate planner in the trust department. 
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Forp H. JONES 
White Plains 


H. T. BONGARDT 
Philadelphia 


JAMES M. HALEY 
Chattanooga 


NORTH CAROLINA 


CHARLOTTE—Beverly C. Pratt made asst. officer at First 
UNION NATIONAL BANK OF NORTH CAROLINA. 


OHIO 


TOLEDO—Jerome F. Kapp advanced to vice president of 
NATIONAL BANK OF TOLEDO, and Robert A. Wieland to secre- 
tary. Kapp, who was formerly secretary, and Wieland will 
continue as trust officers. 


PENNSYLVANIA 


BRYN MAWR—BryNn Mawr Trust Co. elected James Ken- 
nedy an asst. trust officer. A graduate of U. of Pennsylvania 
and the Law School of Temple U., Kennedy was with Camden 
Trust Co., N. J. before joining Bryn Mawr in October. 


PHILADELPHIA—Frederic C. Wheeler, vice president in 
charge of estate planning, of FIDELITY-PHILADELPHIA TRUST 
Co., retired April first after 23 years with the bank. He had 
been in industry and real estate before joining the bank as 
vice president in charge of the real estate department. 


PHILADELPHIA—H. Townsend Bongardt has joined the 
Philadelphia and Boston investment counseling firm of 
Studley, Shupert & Co., Inc., as a vice president. Bongardt 
has specialized in the trust investment field since 1931 when 
he joined Tradesmens National Bank & Trust Co. He later 
became vice president in charge of estate planning and vice 
president in charge of the trust investment department. 
Following the 1957 merger which resulted in formation of 
PROVIDENT TRADESMENS BANK & TrRusST Co., Bongardt was 
named vice president in charge of the special business in- 
vestment department devoted to supervision of trust invest- 
ments for close corporations, partnerships and proprietor- 
ships. From ’52 to ’54 he was president of the Corporate 
Fiduciaries Association of Philadelphia, and from ’56-’57 
chairman of the trust division, Pennsylvania Bankers Asso- 
ciation. 

PITTSBURGH—MELLON NATIONAL BANK & TRUST Co. 
named Richard J. Donahue an assistant secretary in the 
trust department; William N. Latimer, Jr., asst. vice presi- 
dent, trust. 


TENNESSEE 
CHATTANOOGA—James M. Haley elected a trust officer 
of AMERICAN NATIONAL BANK & Trust Co. Following gener- 
al practice of law, Haley joined Lookout Boiler & Manufac- 
turing Co. in 1939, and was president of the company in 
1958 when it was sold to outside interests. He is a graduate 
of Duke U. Law School. 

JOHNSON CITY—HAMILTON NATIONAL BANK promoted 
Jack Morris to asst. vice president and asst. trust officer. 
KNOXVILLE—Mrs. Wanda Carr elevated to asst. trust 
officer of HAMILTON NATIONAL BANK. 


TEXAS 
FORT WORTH—Lewis H. Bond suc- 
ceeds the late Estil Vance as presi- 
dent of FortT WorTH NATIONAL BANK; 
James E. McKinney elected chairman 
of the executive committee and chief 
executive officer; Joe A. Clarke and 
W. H. Peterson elevated to executive 
vice presidents. Bond, prior to joining 
the oil loan division in 1952 as petro- 
leum engineer, served as head of the 
Proration Section of Standard Oil & 
Gas Co., Fort Worth. 
HOUSTON—George C. Briggs, securities anlayst and in- 
vestment adviser, elected trust investment officer at First 
City NATIONAL BANK. 
HOUSTON—HoustTon BAnkK & Trust Co. named Harold L. 
Penn and Marlin Zwicky asst. trust officers. 


VIRGINIA 

NORFOLK—Thomas A. Sully, Jr., named asst. trust officer 
of NATIONAL BANK OF COMMERCE, Sully is a graduate of U. 
of Virginia Law School and joined the bank a year ago. 
RICHMOND—Charles E. Wingo, III, became trust officer 
of the newly merged First & MERCHANTS NATIONAL BANK, 
having been with the Savings Bank & Trust Co., which 
became a branch of the former. 


WASHINGTON 
SEATTLE—At SEATTLE-First NATIONAL BANK, Yale Gif- 
ford named asst. trust officer at Bellingham office; Timothy 
J. Healey transferred from main to metropolitan branch, 
as trust officer; and John F. Jennings named asst. trust 
officer, main office. 


LEwis H. Bonp 


WISCONSIN 


JANESVILLE—MErcuants & SAvincs BANK promoted A. 
W. Dunwiddie, Jr., to trust officer. 


CANADA 
TORONTO—Donald G. Neelands named estates manager, 
TORONTO GENERAL Trusts Corp. A graduate of U. of 
Toronto and Osgoode Hall, Neelands joined the corporation 
in ’49 and has been a corporate trust officer. 
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IN MEMORIAM 


C. B. BRYANT, president and trust offi- 
cer, NATIONAL BANK of Sweetwater, 
Texas. 


RoBerT M. HANES, former president 
of American Bankers Association, of As- 
sociation of Reserve City Bankers, and 
of Wachovia Bank & Trust Co., Winsion- 
Salem. 


ANTHONY J. MACFADDEN, vice presi- 
dent, trust department, First Pennsyl- 
vania Banking & Trust Co., Philadelphia, 
Pa. 
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MERGERS, NEW TRUST POWERS 
& CHANGE OF NAME 


Los Angeles & San Francisco, Cal. — 
Stockholders of FIRSTAMERICA CoRP. have 
consented to merger of First WESTERN 
BANK & TrusT Co., San Francisco, with 
CALIFORNIA BANK, Los Angeles. The 
holding company controls First Western, 
which operates 100 offices, mostly in 
northern and central California. Cali- 
fornia Bank has 66 offices in Los An- 
gles area. Combined resources will be 
§2,252,630,421, making the resulting bank 
third largest in the state. Completion of 
the merger has been delayed as a result 
of a Department of Justice suit under 
the Anti-Trust Act. 

Bridgeport & Danbury, Conn. — CITY 
Trust Co. of Bridgeport and City Na- 
TONAL BANK & Trust Co. of Danbury 


| stockholders voted to merge under the 


name of the former. Kenneth M. Hooper, 
former president of City National wili 
become senior vice president of the new 
institution, and Joseph W. Dumser vice 
president and trust officer of City Na- 
tional, will retain that title. 

St. Cloud, Minn. — ST. CLoup Na- 
TONAL BANK, recently granted trust 
powers under the Federal Reserve Act, 
appointed Donald N. Parent as vice 
president and trust officer, and Robert 
J, Welle as asst. trust officer. 

Syracuse, N. Y. — As of April first 
LINCOLN NATIONAL BANK & TRUST Co. 
became known as LINCOLN NATIONAL 
BANK & TRUST Co. OF CENTRAL NEW 


| YoRK, to more accurately describe the 


geographical scope of the bank’s opera- 
tions in outlying communities. 


New York, N. Y. — BANK OF NOVA 


| Scotia, with headquarters in Toronto, 
| Canada, filed application to open a trust 


company in New York to serve as regis- 


| trar agent and coupon agent for Cana- 
| dian corporations, and as agent for per- 


sons with American funds who might 


| wish to employ them in Canada. The new 
institution would be known as the BANK 
| OF Nova Scotia Trust Co. oF NEW YorK, 
| With offices at 37 Wall Street. 


Lumberton, N. C. — NATIONAL BANK 
OF LUMBERTON has changed its title to 
SOUTHERN NATIONAL BANK of Lumber- 
ton. 


Richmond, Va. — Consolidation of 


STATE-PLANTERS BANK OF COMMERCE & 


TRUsts and CiT1IzENS NATIONAL BANK 
(Petersburg) became effective under 
of the former. 





TRUST OFFICER 


Young Trust Officer wanted with five to 
ten years experience administering estates 
and trusts for medium to large bank. 
Good salary and chance for advancement. 
Seid complete resume of experience and 
ackground to Personnel Department of 
The Miami Beach First National Bank, 
Miami Beach, Florida. 














EXECUTIVE PLACEMENT 








Individuals seeking positions in trust 
departments may have free listing 
(maximum six lines). Responses to 
listings should be addressed to the 
Code number shown, care of “Trusts 
and Estates,” for forwarding to ap- 
plicant. 


Assistant Trust Officer, 30, with 10 
years comprehensive experience in ad- 
ministration, estate planning, new busi- 
ness, taxes and investments, seeks posi- 
tion with responsibility, growth potential 
and commensurate salary. 93-1 


Trust Officer, B.A., 28, four years each 
commercial banking and trust experi- 
ence, including operations, administra- 
tion, new business. Organized and devel- 
oped rapidly growing Trust Department. 
Seeks number two slot in medium depart- 
ment with unusual growth potential or 
organize new department. 93-5 


Trust Officer, 13 years complete trust 
and estate experience — administration, 
operations, taxes, estate planning and 
investments, also attorney. Age 40. 
Knows Florida laws and _ procedures. 
Will relocate for senior trust position. 
93-6 


MBA with Economics undergraduate, 
27, desires position as securities analyst. 
Two years brokerage experience with 
Member firm, College teaching experi- 
ence on Investments. Location no factor. 
94-2 


Trust Investment Officer, 29, with 7 
years experience in medium-sized depart- 
ment desires similar position in larger 
institution. B.S. in Business Administra- 
tion and G.S.B. Rutgers graduate. Pro- 
gressiveness and advancement opportuni- 
ties chief requirements. 94-3 


Trust Officer, 37, A.B., LL.B., re- 
sponsible trust and legal experience since 
’48 including over 5 years as corporate 
trust administrator. Also experienced in 
personal trust administration, invest- 
ments, accounting, taxes, estate planning 
and customer relations. 94-4 





NEEDED: 
ESTATE PLANNER 


The Trust Department of one of Chicago’s 
progressive loop banks requires a man 
with a solid background in taxes and es- 
tate planning. Legal and administrative 
training is desirable. He will join the 
department in an official capacity in a 
position involving considerable estate 
planning, cooperation with attorneys and 
customer contact. This is an excellent 
opportunity with an attractive salary and 
comprehensive employee benefit plan. 
Our employees know of this ad. Write 
Trust Department, Post Office Box 729, 
Chicago 90, Illinois. 





man 
conquers 
mountains 





And, some day, man 
will also conquer cancer. 
With-your help. 


Guard your family... 
fight cancer with 
a checkup and a check 


AMERICAN CANCER SOCIETY 


@ A fellowship at the University of 
Chicago Graduate School of Business has 
been set up by American National Bank 
& Trust Co. of that city. It is designed 
to aid young men interested in careers 
in finance and will provide summer work 
at the bank as well as $2,000 a year for 
two years. Any undergraduate whose 
permanent address is in the Mid-West 
may apply for the award. Selection will 
be made by the School’s Committee on 
Scholarships and Fellowships. 
A AA 


@ A public affairs program “first” in 
Syracuse, N. Y., saw 14 members of the 
First Trust & Deposit Co. staff graduate 
from an eleven week seminar on em- 
ployee participation in political activity 
at the local level. The bipartisan program 
placed emphasis on individual — not 
bank or business — participation in 
community affairs. It was an outgrowth 
of a business climate study by the Manu- 
facturers Association of Syracuse. 








TRUST OFFICER 


Large Houston, Texas, Trust Department 
has opening for an administrative trust 
officer. Excellent opportunity. 


Box H-94-1, Trusts and Estates 
50 East 42nd St., New York 17 
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COORDINATING INDUSTRIAL DEVELOPMENT 











B. R. SAYER 


T IS ALREADY AXIOMATIC THAT MANY 
I communities which formerly spurned 
industry are going to have to woo it. The 
reason is arithmetically simple: real es- 
tate taxes, without the hearteningly large 
contributions of industry, cannot sup- 
port the increasing services demanded 
by residents. 

This fact was starkly illustrated re- 
cently when a once-rural country near 
Cleveland reported that of its $1,275,000 
tax income for 1958, schools took 
$980,000. The percentage left for other 
services was so minuscule that the 
sheriff's department ran out of money 
in mid-year and required a supplemental 
appropriation. At the beginning of 
November, the money in the till merely 
covered salaries for the final two months 
of the year. 

Pointing to the obvious need for in- 
dustry, a county commissioner was 
quoted as saying: “we are going to be 
taxed out of existence if we don’t think 
differently than in former days.” Per- 
haps this statement was hyperbolic, but 
purely residential communities are be- 
coming almost non-existent. They can 
only continue if all their citizens are pre- 
pared to pay taxes equivalent to tuition 
at private schools. 

This pressure for factories coincides 
with industry’s continuing need to de- 
centralize, usually into smaller com- 
munities, Decentralization has been a 
characteristic of industry ever since 


With Community Growth 


A. T. WAIDELICH and B. RAYMOND SAYER 





Industrial decentraliztaion demands facts 
and their proper evaluation to avoid pos- 
sible costly mistakes in plant location. The 
authors of this article are experienced 
counsellors in this highly specialized area. 

Mr. Waidelich is vice president and direc- 
tor of engineering and research of The Aus- 
tin Company, nationally-known Cleveland 
firm of engineers and constructors. This sub- 
ject has occupied much of his attention in 
recent years and he was a member of the 
Atomic Energy Commission’s Committee on 
Site Review. A former member of the MIT 
faculty, he is a member of numerous tech- 
nical and learned societies. 

Mr. Sayer’s quarter century association 
with The Austin Company has also pro- 
vided a broad background, with the last 
ten years devoted largely to selection of 
sites for industry and the AEC. He is a 
civil engineer, a member of the Urban 
Land Institute and is associated with pro- 
fessional groups. He was recently made 
Manager of The Austin Co., Ltd. at 
Montreal. 





World War II. Again, the reasons for it 
are inexorable. They include changing 
markets, changing sources of raw ma- 
terials, population movements, inade- 
quate facilities that are over-age or in- 
efficient, and difficulties of recruiting em- 
ployees in present factory locations. 


Shifting Population and 
Resource Origins 


Industry is making every effort to 
minimize its cost of acquiring raw ma- 
terials and of distributing its finished 
products — usually by selecting new 


A. T. WAIDELICH 


locations. Gradual shifting westward of 
the center of population has brought 
about changes in the markets for those 
products that are related to population. 
Concurrently, raw material centers have 
shifted. Supplies of raw materials have 
diminished in some older areas, while 
new products have led to discoveries of 
new materials in other areas. In this 
situation, out-of-date manufacturing fa- 
cilities can saddle companies with pro- 
duction cost burdens that are impossible 
to overcome, especially if competitors 
enjoy modern facilities in good loca- 
tions. 

In spite of these pressures, some com- 
panies will continue to operate in areas 
where they have been long established. 
Usually, such a company has a labor 
force that is trained in its type of pro- 
duction. Its plant may not be modern 
but it will be adequate. The fact that 
there are such fortunate firms, however, 
does not minimize industry’s general 
problem of finding better plant loca- 
tions. 

Fortunately, industry has become com- 
pletely open-minded on the subject. It 


wants unbiased, carefully researched 


facts, primarily because a plant site has 
such long-time economic effects. Above 
all, a location must satisfy the 
nomics of the operation. Secondly — 
but also very important — the industry 
must be fitted into a community that is 
“right” for it. Usually the best results 


eco- 














Automatic Electric Co. moved from its 75-floor, 17-building complex near the Chicago Loop to this 1,520,000 square foot integrated 
plant, office and research layout in suburban Northlake. Physical transfer of manufacturing operations to the 167 acre site forme’’) 


occupied by the Westward Ho Golf Course, has permitted the arrangement of all handling, processing, storage, assembly and sh.) 
ping functions in an orderly, straight-line sequence. Now, everything moves in more or less parallel lines from receiving area ©" 
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the north, to finished stores, packing and shipping departments on the south. 
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ge obtained with a complete, profes- 
sonal plant location survey, taking into 
consideration the multitude of factors 
that bear on the subject. 


Local Characteristics 


Since municipalities are seeking in- 
dustry as avidly as industries are seek- 
ing new sites, it is not surprising that 
the same community factors are involved 
in the thinking of both “sides.” Among 
these factors are zoning, the balance, of 
industry within the community, whether 
or not industry should be subsidized, 
and the various facilities offered by the 
community — housing, municipal serv- 
ies, hospitals, recreational areas, and 
the like. All four of these are related 
to taxes. Are local taxes adequate to 
provide the necessary services for the 
community? Is the town properly pro- 
portioned by zones to provide sufficient 
revenue for maintenance? Does some 
form of tax forgiveness place the burden 
unequally on other members of the com- 
munity? Is full value being received 
for the tax dollars so that both the com- 
munity and industry have the facilities 
they deserve? 

Usually these community characteris- 
ics are discussed from the standpoint of 
what industry is looking for. This arti- 
cle, however, will approach the subject 


| from the viewpoint of what a commun- 
, ity — 
| other leaders — should keep in mind 
| when it industrializes. Obviously, there 
| are degrees to each of the factors. Zon- 


and especially its financial and 


ing, for example, is not a cut-and-dried 
matter that can be applied automatically 


according to a standard formula. 


While industry’s tax contribution is 
its most undeniably favorable effect on 
a community, there are many others — 
some of which depend on one’s personal 
interests. A recent study by the United 
States Chamber of Commerce revealed 
how some effects can be stated in statis- 
tical averages. One hundred new factory 
workers mean 296 more people in a 
community, 112 more households, 51 
more school children, 174 more workers 
in other businesses, 107 more passenger 
cars registered, four more retail estab- 
lishinents, $590,000 more in total per- 
sons! income per year, $270,000 more 
in hank deposits, and $360,000 more in 
retail sales per year. “Highs” and 
“lows” went into these averages, of 
Course. A community’s thinking in re- 
gar: to industrial solicitation will large- 
ly ‘ctermine how it winds up in com- 
parison with the averages. 


lt is the duty of community leaders, 
the: efore, to assess their situations from 
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every angle and then decide what their 
attitudes are going to be toward those 
characteristics of their community that 
affect industry — and are affected by it. 
They should adopt a program whose ob- 
jective is to bring the most benefits and 
the fewest liabilities within a sound 
growth pattern. 


Zoning 


Zoning is the expression of a com- 
munity as to the types of developments 
it wishes to see within its corporate 
borders. Intelligent zoning is of great 
assistance in attracting worthwhile in- 
dustry. It should be remembered that 
industry itself has been a leader in re- 
cent years in establishing its own high 
standards and attractive plants that 
make good neighbors in a community. 
Among the questions that arise in this 
area are: 


What kind of community do we 
want to live in? 

Shall we have a purely residential 
community, avoiding all association 
with industry? 

Can we, alone, as residents, afford 
to pay for all the services and all the 
educational requirements for our peo- 
ple? 

Can we provide the kind of recrea- 
tional facilities to which the American 
way of life has accustomed us? 


It is well to remember that a com- 
munity with high taxes may eventually 
be bypassed for residential development 
also, thus lowering the general level of 
commercial and mortgage investment 
values. 

A recent newspaper article headed, 
“Propose Tough Zoning for Suburban 
Industry” explained that a proposed 
ordinance would require a company to 
submit detailed plans for a new plant, 
including controls against “nuisances.” 
After completion of the plant, an in- 
spection would be made to determine 
whether the controls were in effect. If 


they were, the plant would then be given 
an occupancy certificate allowing it to 
operate. The burden of proof would be 
entirely on the company. 

Such continuing controls and restric- 
tions constitute a burden that most in- 
dustries will not care to assume. It is 
better all around if industry goes where 
it can live in peace and harmony, leav- 
ing the community with too rigid con- 
irols to itself. 


Industrial Districts 


There has been a strong tendency in 
many communities to establish so-called 
“industrial districts” sometimes think- 
ing this is a cure-all to diversify their 
tax base and keep industry in one sec- 
tion of town. There is certainly a place 
for industrial districts in most com- 
munities; however, they should be con- 
trolled in design initially and carefully 
maintained and supervised to prevent 
deterioration as the development pro- 
ceeds. 

Moreover, it is not always advisable 
for a community to place its whole re- 
liance for industrial tax dollars on an 
industrial district. The very nature of 
such a district is restrictive and limiting. 
If industrial growth is anticipated, the 
industrial district will tend to deterior- 
ate faster than a large plant site on 
which an industry could grow. 

The characteristics of an industrial 
district are such that they permit small 
operations and generally light manufac- 
turing. The basic point often overlooked 
in planning is that the communities must 
find a home for the basic industries — 
the heavy industries that supply the raw 
materials for many of the smaller indus- 
tries which are inclined toward indus- 
trial districts. Smaller industries tend 
to group around the basic raw material 
suppliers. Therefore the areas for basic 
industries should be planned so that 
there is room nearby for the satellites 
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to locate. Otherwise the small plants will 
move from industrial districts and ac- 
celerate their deterioration. 

The National Industrial Zoning Com- 
mittee and the Urban Land Institute, 
both non-profit organizations, publish 
material on what can and should be 
done to promote effective land use. 


Balance by Selectivity 


Questions that arise in connection 
with balancing industry in the com- 
munity may take this form: 


Can we risk hastening deterioration 
of the community by wholesale indus- 
trial solicitation? 

Should the existing industries sup- 
port further industrial solicitation 
that may have an adverse effect on 
their own operations? 

Can we increase our industrial pro- 
duction by the solicitation of new in- 
dustries at the risk of causing our 
existing industries to be dissatisfied 
with their location? 

How selective should we be in seek- 
ing new industries? 


Before answering these questions, it 
is well to remember that the attitude of 
a community toward a new industry 
may be often reflected in the industries 
already present. The ability of a com- 
munity to attract industry often hinges 
on its ability to keep and develop what 
it already has. 

Wholesale solicitation of new indus- 
try at the expense of those which have 
long been its backbone and support is 
not sound business. In soliciting new in- 
dustries, their suitability and adaptabil- 
ity to the general economy should be 
considered. The effect should be to utilize 





the skills that may be in surplus supply, 
rather than aggravate a shortage of 
skills presently in demand. 

Selectivity in industrial solicitation 
can provide maximum benefits for ex- 
isting industry, and at the same time 
provide a healthy economic climate for 
the new. Conversely, an industry not 
compatible with existing industry can 
create a situation that may depress an 
area. Selective solicitation can avoid 
competition and create expansion by at- 
tracting industries that will be custo- 
mers or suppliers to existing industries. 
If the industries already in town are 
not its best salesmen, it is time they 
receive some help. 

A stable labor force can be best main- 
tained as a rule by trying to provide job 
opportunities at the ratio of about 2 or 
3 males to 1 female. The community in 
which job opportunities for females are 
dominant generally has a high turnover 
rate in existing industries, because the 
male citizens will go elsewhere for jobs 
and their wives or sweethearts will 
eventually follow. Obviously, bringing a 
predominantly female employer into a 
community of this type will only aggra- 
vate the situation. 


Subsidization 


Subsidies to industry have taken sev- 
eral forms in recent years: outright 
community grants, forgiveness of taxes, 
construction of facilities, leasing or 
rental agreements below normal for 
similar facilities elsewhere, or interest 
rates for loans below commercial levels. 
In many instances, companies seeking 
such forms of help are unable to get 
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Whatever your banking require- 
ments, Industrial National is well 
able to serve you efficiently. Com- 
plete Commercial, Trust, Munici- 
pal and Foreign Banking services. 
Your inquiries are solicited. 
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assistance through normal financing 
channels, and frequently they are poor 
risks for the community, too. 

Such subsidies entail higher taxes 
than consonant with normal business 
practice and it must be assumed that 
funds so advanced are readily expend- 
able. There are many examples of fine 
results from one or another of the above. 
mentioned programs, however, which 
have given a community a tremendous 
lift and sent it on its way to a higher 
degree of prosperity. Nevertheless, all 
who engage in operations of this kind 
should be aware of the risks and ready 
to accept the consequences in the event 
of failure. 

Too often, when a community sub- 
sidy consists of buying a plant, the 
facility may not measure up to what the 
prospective industry would probably 
buy itself; it is probably not designed to 
provide the normal long life that is 
expected from a flexible, modern, quality 
plant. 

Forgiveness of taxes, providing a city- 
owned facility which does not pay taxes, 
or an artificially low assessment are 
other forms of subsidy to industry com- 
monly used. When someone is not carry- 
ing his share of the load, others are, or 
the community is hopelessly inadequate 
as regards its services. Is it fair to tax 
the citizens and the older industries to 
carry a newer industry in town? 

In some cases, manufacturers have 
shunned communities with either low 
taxes or programs of tax subsidy be-f 
cause in their opinion the towns in 
question had inadequate educational or 
recreational facilities, and because the 
general atmosphere was run down. It is 
not surprising that a good business man 
will question how a city can offer un- 
usually low taxes and still derive suff- 
cient revenues to maintain and improve 
public services which his employees 
would share. Where a community offers 
free taxes or low assessments or other 
public subsidy, it is nullifying a good 
amount of the expected benefits that 
would be obtained from increased pay- 
rolls and increased tax sources. Tax 
supported schools prepare the children 
of the community for post-school lives. 
They share this responsibility with home 
and church. i 

Outright grants, such as presentation 
of a plant site itself, have been made f 
in some communities. Often this «oes 
not involve a great amount of money 
because of previous acquisition of the 
land at a nominal rate. An expression of 
this type from a community is quite 
often acceptable, although many indus- 
tries are not interested in even a gift 
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Aerial view of Black & 
Decker Mfg. Company’s 
plant at Hempstead, Md.., 
reflects long range plan- 
ning. The flat roof and 
ventilating outlets are 
typical of Austin con- 
vertable and_ controlled 
conditions buildings. The 
designers have taken ad- 
vantage of the sloping 
contours of the land — 
the employee parking 
area (extreme right fore- 
ground) is just slightly 
below the level at which 
employees enter the plant. 





of this type. This form of subsidy prob- 
ably entails. the fewest risks for the com- 
munity and puts the industry on its met- 
tle to provide a quality facility and pay 
its fair share of the tax load. 

Industry has every right to expect 
that a community will provide or extend 
certain services of sewer and water to 
property that it may be developing. It 
has this same right along with any other 
good taxpaying member of the com- 
munity and such expenditures need not 
be considered a subsidy. 

More industry will help to broaden 
the tax base and raise more revenue for 
the community, but the right kind of 
industry will do more: it will employ 
people with real interest in good edu- 
cation and it will be managed by men 
who will be convinced that good schools 
are good business. Good schools can be 
a real magnet in the attraction of new 
enterprises whose employees have a 
businessman’s, as well as a parent’s, in- 
terest in better education. 


Essential Services 


Fire and police protection, water and 
sewage systems, the community govern- 
ment, the attitude of existing business 
toward new industry, hotel accommo- 
dations and the kinds of service indus- 
tries of value to the new plant are also 
of concern. Among other intangible at- 
tractions for industrial growth are hous- 
ing, retail stores, schools, hospitals, 
churches, recreational facilities and the 
general attractiveness of the community 
an its environs. 

‘he community with little pride in 
itself or its future will tend to attract 
incustry which has no concern for a 
good social and educational environ- 
ment for its employees. If a city is not 
concerned with good house-keeping it 
wil fail to attract the kind of manu- 
facturer who has these interests. The 
eclightened manufacturer today wants 
the kind of community that will pro- 
vide his employees with adequate parks, 
eolf courses and similar recreational 
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facilities, with good hospital service and 
opportunities to take additional educa- 
tional studies, perhaps at night, either 
at local high schools or perhaps a local 
junior college. 

Adequate taxes without extravagances 
can lead to a desirable community at- 
mosphere. Lack of pride in services such 
as these obviates the necessity for taxes 
and nothing is truer than the old saying 
that “you get what you pay for.” Every 
community and its leaders have the op- 
portunity of deciding what kind of an 
atmosphere they want to live in. It is for 
this group to decide which course they 
want to follow, weighing the advan- 
tages and disadvantages as they affect 
their community and every-day living. 
Plan a program — then act. 


A AA 

@ This year marks the 175th anniver- 
sary of the first correspondent banking 
relationship in the United States, ac- 
cording to a recent advertisement of the 
Bank of New York. In 1784 such a re- 
lationship was established between that 
Bank and First Pennsylvania Banking 
& Trust Co. of Philadelphia. 


Conference on Charitable 
Foundations 


Government and foundation officials, 
specialists in foundation law, bankers, 
and educators will be among the speakers 
at New York University’s fourth bi- 
ennial Conference on Charitable Founda- 
tions, May 11 and 12, in the auditorium 
of Vanderbilt Hall at NYU’s Washington 
Square Center. 

A highlight of the two-day meeting 
will be the panel discussion on “Bureau 
Policy and Yardsticks in Determining 
Exemption: The Proposed New Treas- 
ury Regulations.” Other items of in- 
terest on the comprehensive program 
include: 

—“Patterns of Foundation Giving.” F. 
Emerson Andrews, director of the Foun- 
dation Library Center. 

—“Patterns of Financial Support.” 
Lindsley F. Kimball, The Rockefeller 


Foundation. 
—*Foundation Investments.” Charles 


W. Buek, United States Trust Company 
of New York. 

—““Public Reporting by Foundations.” 
Leslie Paffrath, Johnson Foundation, 
Inc. 

—‘ Personal and Public Responsibili- 
ties of Trustees.” Whitney North Sey- 
mour, president-elect of the American 
Bar Association. 

—*Disclosure Requirements under the 
Technical Amendments Act of 1958.” 
Edward G. Beinfohr, attorney. 

Further information on the Confer- 
ence can be obtained from Henry Sellin, 
of the Division of General Education, 


New York University, New York 3. 
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Books 


Handling Businesses in Trust 


Trust Division, American Bankers Association, 

12 East 36th St., New York 16, N. Y. $5.00. 

In recent years there has been a sub- 
stantial increase in those occasions where 
a trust department has been asked to 
accept an estate or a living trust one 
of whose important assets was an in- 
terest in a closely held business. There 
has been no place for trust departments 
to go to obtain guidance as to the con- 
siderations which should help decide 
whether to accept such an appointment 
or as to the policies to be pursued after 
such acceptance. With this in mind, the 
Trust Division of the American Bankers 
Association appointed a committee more 
than four years ago to see what could be 
done to be helpful in this field. 


This committee has now produced a 
most excellent handbook covering the 
most salient aspects of the problem. 
There are chapters on the basic factors 
and principles which should guide a trust 
department in deciding to take the busi- 
ness; on the initial review and basic 
analysis after acceptance; and on the 
fiduciary capacity, particularly as to 
supervision of the interests after they 
they have been received in a _ fi- 
duciary capacity, particularly as to 
that ever troublesome question of whether 
or not the fiduciary should have repre- 
sentation on the board of directors. 
There is a particularly helpful chapter 
on the compensation of the trustee, in- 
cluding a good discussion of how to de- 
termine reasonable extra charges for 
the additional work involved in ad- 
ministering this type of trust asset. 
There are also special chapters on hand- 
ling farms and oil and gas interests in 
trusts. 


The reading matter covers 83 pages 
and there are five useful appendices giv- 
ing a specimen state statute, specimens 
of language for inclusion in trust in- 
struments, etc. The first chairman of 
the committee was Arthur B. Pfleiderer, 
vice president, Detroit Bank and Trust 
Co. He was succeeded by Clarence D. 
Cowdery, vice president, The Boatmen’s 
National Bank, St. Louis, under whose 
leadership the volume was completed. 
This handbook should be in the library 
of every trust department, but particu- 
larly in those of departments which have 
not had much experience in handling 
businesses in trust. 


G.C.B. 
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Modern Corporation Law, Vol. 1 


HOWARD L. OLECK. Bobbs-Merrill Company, 

730 North Meridian St., Indianapolis 7, Ind. 

(968 pp., pre-publication price $20 per vol.) 

The medium sized corporation, rather 
than the giant, has been selected as the 
chief type for discussion in this work. 
It combines statutory delineation with 
exposition of those aspects of corpora- 
tion law which are not covered by the 
statutes. Also included are many con- 
tributions by other authors. The laws 
affecting corporations are treated for 
each American jurisdiction, and in this 
volume problems of organization are dis- 
cussed. Future volumes will deal with 
“management,” “shareholders and third 
parties,” “consolidation, insolvency and 
dissolution” and the final volume will be 
devoted to “forms.” Each of the five vol- 
umes will be supplemented by new ma- 
terial each year, and will contain a com- 
plete index. 


Profit Sharing in Business and Estate 


Planning 


GEORGE BYRON GORDON. Farnsworth 
Publishing Co., 215 W. 34th St., New York 
City (64 pp., $3.50). 

Mr. Gordon’s study presents many blue- 
prints for judicious combination of im- 
mediate and deferred profit sharing in 
order to achieve the maximum advan- 
tages for worker, management and cap- 
ital. He discusses the use of profit- 
sharing trusts in partnerships, proprie- 
torships and corporations, These profit- 
sharing trusts provide many advantages, 
including tax exempt status, sources of 
business and risk capital; reservoirs for 
the estate planning needs of the owners 
of a business; reserves for employee re- 
tirement funds; and hedges against in- 
flation. 


The book, a reprint of the March issue 
of Estate Planners Quarterly, contains 
a bibliography and list of pertinent 
Federal tax statutes, regulations and rul- 
ings, as well as some convincing evi- 
dence for the author’s thesis that suit- 
able combinations of current and de- 
ferred profit-sharing plans are a “must” 
in the enlightened self-interest of labor, 
management and capital. 


Alexander’s Federal Tax Handbook 
(1959) 


ROBERT L. MUSSELMAN. The Michie Com- 
pany, Charlottesville, Va. (1311 pp., $20.). 


Emphasis in this 23rd edition of the 
familiar tax handbook is placed upon 
such routine business transactions as 
real estate matters, sales of business, 
the formation and liquidation of part- 
nerships and corporations, drawing of 
wills, and estate administration. Other 
aspects of Federal income, estate and 
gift taxation, as well as excise and mis- 
cellaneous taxes, are also treated in this 
one-volume work. The new concepts 
brought into the law by the 1958 amend- 









ments are the subject of several new 
sections. The standard index is coupied 
with a most useful “Code Finder,” which 
enables the reader to locate the text dis- 
cussion on any section of the Internal 
Revenue Code. The final and proposed 
Regulations as well as the latest cases 
are cited throughout the book. 


ARTICLES 


Practitioners’ Experiences with Sub- 

chapter S 

Edited by RICHARD L. GREENE. The Jour- 

nal of Taxation, March, 1959 (147 E. 50th 

St., New York 22; $1.50) 

Reports from tax attorneys and ac- 
countants throughout the country, on the 
operation of new Subchapter §, are col- 
lected here under the editorship of Mr. 
Greene. He states that experienced prac- 
titioners evidence diminishing enthusiasm 
toward the new subchapter. Several re- 
ports refer to similar advantages and 
disadvantages; others discuss individual 
problems and approaches which may not 
have yet occurred to every tax man. One 
contributor notes: “My over-all feeling 
about it is summed up in the phrase 
‘... a field beset with invisible boomer- 
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angs. 


Make Current Income Tax Saving a 
Major Goal in Family Estate Plan- 
ning 
GODFREY WM. WELSCH. The Journal of 
Taxation, March, 1959 (147 E. 50th St., New 
York 22; $1.50) 

Mr. Welsch, a Dallas, Texas partner 
of Lybrand, Ross Bros. & Montgomery, 
considers the impact upon the income 
taxes of the estate owner and his family 
of typical disposition of property. Par- 
ticular emphasis is placed on life-time 
transfers, as a means of effecting sub- 
stantial increase in current after-tax 
income and achieving the traditional goal 
of estate planning: reduction in transfer 
taxes, 


How to Build Tax Protection Into an 
Insured Deferred Compensation 
Contract 
JAMES F. THORNBURG. The Journal of 
Taxation, March, 1959 (147 East 50th St., 
New York 22; $1.50) 

Ulysses S. Taxpayer, aged 52, is chief 
executive of Incentive, Inc., nationally 
known manufacturer, the stock of which 
is traded publicly. He owns less than 3% 
of the issued voting stock and does not 
enjoy practical control. Taxpayer’s pres- 
ent, current compensation is $65,000 per 
year, consisting of $40,000 basic salary 
and bonus. There is no contract for his 
continued employment with Incentive, 
and the corporation deems it advisable 
to secure the continued executive talent 
of Taxpayer. Incentive is willing to p2y 
Taxpayer an additional $20,000 per ye", 
but the additional compensation has ! *- 
tle appeal for Taxpayer because of te 
impact of Federal net income tax. 
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This situation is the basis for Mr. 
Thornburg’s advice, which he puts in 
question and answer form. It has to do 
with insuring a deferred compensation 
plan, and seeing to it that Taxpayer’s 
eonomic benefit is not so great, and so 
certain, as to make him taxable cur- 
rently. 


Annual Survey of Federal Estate and 
Gift Taxation 
ROBERT KRAMER. New York University 


Law Review, February, 1959 (Vanderbilt Hall, 
Washington Sq. So., New York 3; $2). 


Differences between the proposed and 
fnal estate and gift tax regulations re- 
ceive major attention in this survey of 
1958. In addition, the author treats of 
developments in legislation and court 
decisions in the areas embraced in his 
topic. Among the highlights of the Tech- 
nical Amendments Act affecting estate 
taxes, he discusses at some length the 
important new provision permitting an 
executor to pay, in from two to ten an- 
nual installments, the portion of estate 
tax attributable to the inclusion of the 
value of a decedent’s interest in a closely 
held business. Also noted under this 
heading are new sections affecting the 
marital deduction, the base for donated 
property, and credit for estate and gift 
taxes paid with respect to U.S. citizens 
who were residents of a U.S. possession. 
The discussion of court decisions in- 
dudes the Supreme Court holding that 
the proceeds of a single premium life 
insurance policy were not taxable where 
the insured decedent had assigned the 
policy to the beneficiaries and retained 
no incidents of ownership. Also sum- 
marized here are several decisions on 
the right of a decedent’s estate to share 
in post-death income of a partnership 
should be included in the gross estate. 


New Regulation Drops Rule that 
Trusts’ Post-Termination Income is 
Distributable 
H. PETER SOMERS. The Journal of Taxation, 


April, 1959 (320 No. 6th St., Paterson 2, N. J.; 
$1.50). 


From 1956 until their recent amend- 
ment, the Regulations treated as dis- 
tributable all income earned by a trust 
after its termination, but prior to the 
year of final distribution. Mr. Somers 
analyzes this old rule and the inequities 
it has fostered, and contrasts it with the 
position recently adopted by the Service 
that whether the income is distributable 
and, therefore, taxable to the remain- 
dermen or not will be determined by the 
law of the state and the terms of the in- 
strument creating the trust. 


The Corporate Buy and Sell Agree- 
ment 

C. SEVERIN BUSCHMANN, Jr. and JOHN 

R. CARR, JR. American Bar Association Jour- 

nal, March, 1959 (1155 E. 60th St., Chicago 

37; 75¢). 

The type of agreement considered here 
is that whereby the corporation, as a 
party, agrees to purchase the interest of 
a shareholder upon death. The situation 
typified involves the untimely death of 
George, the sole owner of a prosperous 
construction business. His widow and 
two daughters are accustomed to a sub- 
stantial income, but totally unable to 
manage the business. The suggested solu- 
tion is an inter vivos gift or sale of 
some of George’s stock to the “loyal and 
competent genera! foreman.” This agree- 
ment also contemplates the sale of the 
balance of stock to the corporation at 
death so that the foreman gains con- 
trol. Thus, if properly drawn, the agree- 
ment would provide funds for estate 
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taxes, continued competent operation of 
the business, the payment of income to 
the family of the deceased shareholder. 
The theory thus advanced is tested in 
a brief survey of pertinent cases. 


Tax Aspects of Corporate Buy and 
Sell Agreements 


JOEL D. TAUBER. Michigan Law Review, 
February, 1959 (Ann Arbor; $1.50). 


This commentary deals with what the 
author calls the “conventional” buy and 
sell agreement. He uses the term con- 
ventional to signify a “properly executed 
agreement with all the necessary pro- 
visions . . . compared with the improper- 
ly drafted agreements that are presented 
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in the cases.” The discussion, incidentally 
the most extensive analysis of the sub- 
ject yet noted in these columns, em- 
braces the operation of the agreement 
prior to the death of one of the parties, 
on death and after death of one of the 
parties. 


Changes in the New York Statutes on 
Perpetuities and Accumulations: A 
Report and a Proposal 
RICHARD R. POWELL. Columbia Law Re- 
view, December, 1959 (Kent Hall, Columbia 
University, New York City 27; $1.50). 

The scope, significance and shortcom- 
ings of two statutes adopted by New 
York in 1958 are assessed here by Pro- 
fessor Powell, who has long advocated 
liberalization of the New York rule on 
perpetuities, He finds a “very real value” 
in the substitution of multiple lives for 
two lives, made by the 1958 enactment 
affecting perpetuities, but urges that the 
law should include a term in gross of 
21 years, or at least adding to the statu- 
tory period the minority of a person in 
being when the measuring lives end; 
also conformity of certain sections of 
the Real Property Law. The strict rule 
against trust income accumulations, ex- 
cept for the minority of the named bene- 
ficiary, is also criticized as unjustifiedly 
tight and perhaps responsible for flights 
of trust business from New York to the 
greener fields of Connecticut and New 
Jersey. 
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The Voting Trust 


WANDA C. P. BARTOS. New York University 

Law Review, February, 1959 (Vanderbilt Hall, 

Washington Sq. So., New York City 3; $2). 

Advantages of the voting trust are de- 
scribed as being particularly valuable in 
close corporations; its use assuring con- 
tinued management along the lines ori- 
ginally envisioned. Among its disadvan- 
tages are the surrender by shareholders 
of legal ownership, with its privileges; 
and irrevocability in the absence of a 
provision to the contrary. Many of the 
uses of the voting trust are examined 
in this note. 


Contracts to Devise and Bequeath in 
New England 


Boston University Law Review, Winter, 
(11 Ashburton Pl., Boston; $1.25). 


1959 


The contract to make a will has led 
to difficulties in the application of the 
law of contracts and the law of wills. 
Thus, although the making of a will may 
constitute performance of a contract, 
the will itself remains ambulatory. This 
note surveys the court decisions of the 
six New England States, and concludes 
that the contract to make a will is an 
uncertain device, especially in its tax 
consequences, and that it is not suitable 
for use in estate planning. 


Non-Domiciliary Decedents’ Estates: 
A Problem for Title Examiners in 
New York 


DOUGLASS G. BOSHKOFF. Fordham Law 
Review, Winter, 1958-59 (302 Broadway, New 
York City 7; $1.50). 

The examination of title to New York 
real property, where ownership has 
been in the name of a non-resident de- 
cedent, involves an interpretation of sec- 





tion 44 of the Decedents Estates Law, 
This permits the recording of foreign 
probate and administration proceedings, 
The effect and defects of this New York 
statute are examined here, as well as — 
various problems which are said to be 

peculiar to a non-domiciliary estate, 
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Outstanding theses written by gyrad- 
uates of the A.B.A. Graduate School of 
Banking will be published in book form f 
by the Rutgers University Press. From } 
three to five studies will be published ff 
each year under the general heading of 
“The Rutgers Banking Series,” accord- 
ing to present plans, supplementing the 
“Present-Day Banking”’ series, 
condensed versions have been published — 
for several years. ; 
works selected for the series will rest 
with the Press Council. 

The practice of placing theses of ex- 
ceptional merit in the libraries of the 
American Bankers Association, Rutgers, 
and the Harvard School of Business Ad- 
ministration will be continued. 

i mh Bw 

@ Retention selling of trust business 
by Christmas and birthday cards, peri- 
odic mailings, periodic instrument re- 
views, personal contacts, and “an ex- 
tra” is well described by Frank D, Miller, 
vice president, Citizens & Southern Na- 
tional Bank, Atlanta, in the February 
FPRA Bulletin. Mr. Miller explains why 
retention selling is financially worth 
while, offers practical comments on each 
one of the steps listed above, and sum- 
marizes with five steps for “a practical 
and Maapeere set-up.” 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 
“T'ax-Deferred Pensions for the Self- 


! Employed” are already being advertised 
) by Bank of New York and Girard Trust 
) Corn Exchange Bank, Philadelphia. The 
) ads refer to opportunities expected to 


arse under the Keogh-Simpson Bill 
which was passed by the House of Repre- 


5 sentatives on March 16 and is awaiting 


action by the Senate. The Bank of New 
York ad offers a booklet on the subject. 
Previously the bank, which has been 


© making studies of the market for this 
§ service over a period of many months, 
fF had begun to use its radio time on 
» WOXR, a high-level-program station, to 
) offer its booklet. 


Excerpts from the text of the Girard 


ad follow: 


Income 
Tax-Deductible 
A Retirement Plan for 
The Self-Employed 


Business or Professional Man 


On March 16, 1959, the House of 


| Representatives of the United States 
‘passed by a substantial majority the 
4 Simpson-Keogh Bill to permit you, if 
» you are a self-employed man or woman, 
| to set aside funds with an income-tax 
| deduction in order to provide retirement 
| income for your future. 


This Bill is now before the United 
States Senate. When it is passed, 
whether at this session or at some future 
time, it will mark the dawn of a new 
tra for all business and professional 
keople who work for themselves and 
who, up to now, have been unable to 
‘joy the same type of tax benefit with 
tespect to pension and _ profit-sharing 
jlans, as people who work for corpora- 
tions or other employers. 


When this legislation becomes effec- 
tive, Girard Trust Corn Exchange Bank 
will be ready with a new type of retire- 
Ment trust account for self-employed 
versons. It will permit you to deposit 
tach year such tax-deductible amounts 
4 you may wish, from $100 to $2500 
4 year or more in accordance with the 
revisions of the law. Girard will in- 
‘est such sums in one or more common 
w diversified funds similar to those 
that we have been operating for trust 
ccounts since 1939. Your individual ac- 
‘cunt may be invested entirely in stocks 
w in fixed-income securities, or partly 
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in each in whatever proportions you may 
desire. The Bank’s charge will be low — 
perhaps no more than 50 cents a year 
for each $100 in your account. 


When you retire, your personal trust 
account will then be available to provide 
a retirement income for you or your 
family in accordance with the terms of 
the Act. 


Of course, the Bank will not know 
exactly what the detailed provisions of 
the law will be until it is finally passed. 
However, we will be glad to keep you 
in touch with this important matter as 
it develops in the months ahead. Just 
send us your name and mailing address 
on the coupon below ... addressed to our 
Trust Department. 


“Announcing .. . First Time in Hous- 
ton .. . Common Trust Fund” calls the 
public’s attention to establishment of a 
Common Trust Fund at Texas National 
Bank. “For the first time in Houston,” 
the ad says, “trust funds of all sizes and 
for all purposes can secure the advan- 
tages previously enjoyed only by larger 
trust funds.” A telephone number is 
given for calling “any trust officer” for 
further information. 


“Enjoy new investment satisfaction” 
advises an ad of First National Bank, 
Akron, which, again, pictures a man and 
wife enjoying the outdoors in a southern 
climate. The text explains investment 
agency service and states, “You are free 
to travel. You have more time, a clear 
mind, for your business or profession. 
Our supervision may prevent loss of in- 
come...” 

“All the king’s horses . . .” quotes 
Fort Worth National Bank picturing 
Humpty-Dumpty dancing on (and about 
to fall off) his will. “Many an estate has 
had a great fall because too little thought 
was given to the future obligations of 
estate and inheritance taxes. If Federal 
and State taxes are not paid in cash at 
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the time of settlement, severe penalties 
may be incurred. To raise the cash, valu- 
able properties may be sacrificed, never 
to be put together again . . . Life insur- 
ance is one of the best methods for pro- 
tecting your estate from such needless 
losses. Life insurance provides cash 
when cash is needed most.” 


“Has your situation changed lately?” 
inquires an ad of First National Bank, 
Denver, that pictures parents and a visit- 
or trying to interest a new baby in a 
watch dangling on its chain. “Is your 
will out of date? A birth, a marriage, a 
death, a purchase of additional property 
or a change in your financial status . . . 
any one of these events can seriously af- 
fect your will .. . Or maybe you need a 
new estate plan to help save taxes.” 

The “Knowledge Needed by Widows” 
is pictured in an ad of Union Trust Co. 
of the District of Columbia by a book- 


shelf containing volumes on raising cash 





for taxes, conserving assets, proper es- 
tate records, insurance, probate proce- 
dure, real estate management, account- 
ing, investment analysis, business man- 
agement and estate taxation. 


The “Dutch Uncle” in an ad of City 
National Bank & Trust Co., Chicago, is 
the banker who “has to talk like a Dutch 
Uncle for his customer’s own good .. . 
Sometimes it’s a widow who has been 
extravagent with her trust money (shown 
in the picture). More often, it’s a busi- 
nessman who’s a bit too free with credit. 
Or an investor with dreams of a quick 
fortune . . . It’s up to the banker to sup- 
ply the common sense that keeps his cus- 
tomers on the track . . . to secure the in- 
formation to make a sound decision . . .” 


“Isn’t there something you should be 
changing, too, Grandad?” inquires Con- 
tinental Illinois National Bank & Trust 
Co., Chicago, in an ad that shows Gran- 
dad watching his son change diapers for 
the grandson. “A new grandchild is a 
big reason for making changes in a will. 
But there are others, too. A daughter 
marries. A son reaches twenty-one. Or, 
perhaps, you become a partner. . .” 

“Don’t wait to make a million before 
you make your will” urges Commerce 
Union Bank, Nashville “The smaller 
your estate, the further it must stretch 
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to protect your family . . . ” Copies of 
this ad about a lawyer-drawn will and 
a bank-executor were mailed to attor- 
neys with covering letter which said in 
part, “If this advertisement proves to be 
the last straw that breaks down some- 
one’s resistance to having his lawyer 
draw his will, we shall consider that it 
has accomplished its mission.” 


“Be sure your will is written by a 
Virginia Attorney” advises State-Plant- 
ers Bank of Commerce and Trusts, Rich- 
mond, “In almost every case where peo- 
ple move into a new state they should 
revise their wills. If you have recently 
moved to this state, make sure that your 
will is reviewed by a Virginia attorney. 
It’s important.” 


“To build a son’s future” is the sub- 
ject of an ad of First National Exchange 
Bank, Roanoke. “Most fathers know that 
the time they spend with their sons is an 
investment in the growth of a man. But 
many of these fathers fail to make the 
same provisions for their sons’ financial 
futures . . . Our trust officers specialize 
in estate planning which takes into ac- 
count the human factors . . .” 


“The VNB Mother Goose” — with 
fascinating cartoon illustrations — in- 
cludes the following verse in an ad of 
Valley National Bank, Phoenix: 


There was an old lady who lived in 
a shoe 

With so many children SHE KNEW 
what to do 

She went to her lawyer who drew up 
her will 

Named the bank* as executor, 
smart folks do still. 

*The Valley Bank, naturally. 
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Forum luncheon on February 10 at Chicago’s Ambassador West Hotel where Continental 
Illinois National Bank and Trust Co. entertained 300 guests following a two-hour “Fashions 
in Finance” program. 


Forums 


More than 300 women attended the 
February session of the “Fashions in 
Finance” forums being conducted by 
Continental Illinois National Bank & 
Trust Co. The two-hour seminar, held at 
the Ambassador West Hotel, presented 
nine of the bank’s officers discussing 
“current fashions” in trust and commer- 
cial banking. The trust department pre- 
sentation, moderated by Edward D. Ben- 
ninghoven, vice president, included talks 
by Frank M. Wright, Jr., trust officer; 
Robert L. Farwell, assistant secretary; 
and Alfred P. Haake, Jr., second vice 
president. Mr. Haake demonstrated vis- 
ually the importance of adequate super- 
vision over investment portfolios. The 
meeting was followed by a “sherry hour” 
and luncheon. 


Estate planning and retirement, per- 
sonal financial management and invest- 
ments were discussed before 100 mem- 
bers of the medical profession at a re- 
cent forum sponsored by First National 
Bank, Montgomery, Ala. The guests 
came from Maxwell and Gunter Air 
Force bases, as well as from the city of 
Montgomery. Vice president and senior 
trust officer J. D. Jolly discussed estate 
planning for maximum benefits to the 
family. J. Warren Andrews, vice presi- 
dent, discussed fixed income and vari- 
able income investments, emphasizing 
the need for fitting the program to the 
individual’s own requirements and de- 
sires. Opportunities for retirement sav- 
ings for the self-employed under the 
pending Keogh bill were discussed by J. 
Allen Reynolds, Jr., trust officer. 


A forum on “Women and Money” for 
the Woman’s Club of Hopewell, Va., was 
sponsored recently by State-Planters 
Bank of Commerce & Trusts, Richmond. 





The subjects covered included estate 
planning, investments and _ insurance. 
Two bank officers on the panel — Henry 
W. Brockenbrough, trust officer, and 
Joseph A. Jennings, vice president, were 
supplemented by an insurance man, a 
Hopewell attorney, and Lloyd U. Jeffer- 
son, assistant vice president, of the 
bank’s Hopewell branch, who was mod- 
erator. 




















Annual breakfast meetings with an 
estate planning program for local at- 
torneys, life underwriters and accoun- 
tants have been well received in Evan- 
ston, Ill., where they have been spon- 
sored for three years by State Bank & 
Trust Co. Attendance runs close to one 
hundred. The breakfast — “satisfying, 
but as brief as possible” — starts at 
9:00 and the speaking is all over by 
10:30, permitting guests to reach their 
offices. In the interests of brevity there 
is no general question-and-answer period 
but speakers are available for individual 
inquiries. The breakfasts are held in one 
of the larger hotels in Evanston, and are 
considered by the bank to be specially 
advantageous to the smaller city adjacent 
to a large metropolis. It is a good meth- 
od of educating the guests in regard to 
the scope of the services offered in the 
trust department. 





















A novel method featured this year’s 
forum conducted by First National Ex- 
change Bank, Roanoke, for the Blue 
Ridge District, Virginia Federation of 
Women’s Clubs. Instead of making ‘or- 
mal addresses the leaders conducted 
brief quizzes. The programs contained 
four true-false tests devoted respectively 












to bank services, loans, investments and 
trust services. In each case five minutes 
were allowed for guests to check all :-ate- 


ments “true or false or both.” The le «der 
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then answered and discussed each of 
these questions along with other ques- 
tions raised by the audience. Each 
“class” ended with the ringing of a 
school bell. Soft music was played while 
the guests were taking each quiz. The 
trust quiz dealt with wills, joint owner- 
ship, settlement costs and estate and in- 
heritance taxes. The bank has conducted 
forums for the past six years. 









A unique and highly successful forum 
S{or businesswomen was undertaken this 
year by National Boulevard Bank, Chi- 
cago. Seven sessions were held to cover 
budgeting, saving, real estate, insurance 
(in relation to estate plan) and invest- 
ments (3 sessions). A pilot group of 25 








_— or 30 was anticipated to attain maximum 
class participation, but after letters to 
575 presidents of companies in the area 
state fp known to have women eligible for the 
nee, studies. the course was oversubscribed 
enry jp more than seven times. A fee of $10 was 
“aa charged. This fee was returned to all 
ial students who attended at least 6 of the 7 
ae sessions. Forfeited fees were donated to 
fer. [tte Community Fund. Sessions ran from 
the 020 p-™. sharp to 7:30 p.m. sharp — 
cacnl but after official dismissal of each class 
most of the women remained from 15 to 
45 minutes for questions. Teachers — 
nh an Ball but one from outside the bank — 
1 at- § were enthusiastic. The bank plans to en- 
‘oun- & large the group and conduct at least one 
ivan- & series a year. 
spon- 
nk & FF Radio 
? one ® John Harriman’s “It’s Your Business” 
dips: issponsored in the Boston area by Sec- 
SK, owt Bank-State Street Trust Co. The 
wate bank is trustee for Star Market’s profit 
ao caring and retirement programs and on 
sad March 2 the broadcast originated from 
pri ameeting of Star Market employees, fol- 
‘idual Biwed by a talk to this group on the busi- 
4 ee ess economy and how it relates to the 
aes vestments held in the trusts of their 
ack profit sharing and retirement programs. 
meth- Bi Booklets 
ard to 
‘1 the | glance at the new “Glossary of Fidu- 
‘lary ‘Yerms” published by the American 
; Banker s Association Trust Division in- 
year's Bticates that the booklet will be helpful 
al Ex- @both in the trust department and in its 
Blue Bptomoiional efforts. “Fiduciary” is de- 
on of Bstibe! as a relationship between a guar- 
i for Bdan end ward, an agent and principal, 
ducted Ban ati. mey and client, one partner with 
tained fiaothe», and a trustee and a beneficiary. 
ctively fin “a ‘ministrator” may have up to nine 
ts and fi*parsi functions. There are 29 separ- 
uinutes Bile psyagraphs defining various aspects 
| c.ate- il a t-ust. The booklet, prepared by a 
le :der Fomm: 





‘ee of distinguished trustmen, is 
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designed to accommodate the imprinting 
of an institution’s name and address on 
the front cover. 

“Spotlight on your Investments,” pub- 
lished by Citizens National Bank & Trust 
Co., Los Angeles, is about to be pro- 
moted by the bank’s advertising after a 
year of experiment in other forms of 
distribution. It discusses research, vigi- 
lance, group judgment, investment man- 
agement (the combination of the first 
three), continuous supervision, and 
costs. After one year of concerted effort 
in the development of investment man- 
agement accounts the bank believes the 
encouraging results obtained are partly 


due to the form “Letter of Instructions” 
used to set up the account. This form, 
signed by the customer (and by the bank 
officers in accepting the application) re- 
quests establishment of the account and 
lists the terms under these heads: safe- 
keeping of securities; collection and dis- 
bursement of principal and income; pur- 
chase and sale of securities; investment 
review and recommendations; nominee; 
proxies; statements; brokers; attorney- 
in-fact; termination of account; and 
compensation. No objections from at- 
torneys have been received and most of 
those who have seen the form have 
recommended the service to clients. 





In ILLINOIS 


trust matters, 


Chicago Title and Trust Com- 
pany offers you and your cus- 
tomers unequaled facilities 
and more than 70 years of ex- 
perience. Among the many 


services we offer are: 


Testamentary Trust 
Living Trust 
Pension Trust 


Investment Counsel 


Title Insurance Policies 


Escrow 
Registrar 
Transfer Agent 
Land Trusts 
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In Illinois, choose experience: choose 
Chicago Title and Trust Company. 


Chicago litle and Trust Company 
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BANK OF THE SOUTHWEST N.A. HOUSTON 
TRUST DEPARTMENT 


PROPOSED PROFIT SHARING PLAN FOR: 


XYZ Company, Inc. 








ORIGINAL ELIGIBILITY: All employees with 
one year of service 
prior to January 1, 
1959 


EFFECTIVE DATE: January i: 1959 
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Partial reproduction of data sheet on profit sharing study. 





New Profit Sharing Service 
Set Up 


Because of the rapidly accelerating in- 
terest in employee benefit plans in the 
Houston area, the Trust Department of 
the Bank of the Southwest National As- 
sociation in that city recently embarked 
on a pension and profit sharing develop- 
ment program based upon the theory 
that a better management understanding 
of employee benefit plans will eventually 
materialize in additional new corporate 
trust business. In response to a request 
from the editor, James W. Hendrick, Jr., 
of the Bank’s Trust department, has 
furnished the following memorandum. 


ALL ABOUT PROFIT SHARING PLANS — 
NEW HANDBOOK FOR TRUST OFFICERS, 
ATTORNEYS, LIFE UNDERWRITERS 





If any of your clients are consider- 
ing a profit-sharing plan for their 
employees, the brand-new hand- 
book, “PROFIT SHARING IN 
BUSINESS AND ESTATE PLAN- 
NING” is must reading for you 
now! 


] 

| This compact, eye-opening book 

| tells you about Production Incen- 
tive plans, how profit sharing saves 
taxes, how much profit to share, 

| and all the ABC’s of profit sharing 
— and it’s written in down-to- 
earth language by George Byron 

| Gordon, Director of Advanced 
Underwriting at Mutual Benefit 

| Life Insurance Company of New- 
ark, N. J. 

J 


SPECIAL PRE-PUBLICATION 
OFFER! Examine the book FREE 
for 10 days. If you decide to keep 
it, we will bill you at the special, 
pre-publication price of ONLY 
$2.50 (price when published 
$3.50). WRITE OR CLIP THIS 
AD AND MAIL TO: 


DEPT. TE-5, 


FARNSWORTH PUBLISHING COMPANY 
215 W. 34th St., New York 1, N. Y. 


The Houston area has relatively few 
established pension or profit sharing 
plans, although the installation of such 
plans has been continuously increasing, 
especially since 1956. The major market 
of untapped accounts is predominantly 
the 50-100 employee company. Another 
characteristic of the market is that many 
of the companies are relatively new, and 
tend to have young employees with very 
little past service. Consequently, the 
trend of new installations since 1956 has 
been toward deferred profit sharing 
plans rather than pension plans. 

While our Trust Department is not 
biased toward either a pension or profit 
sharing plan as a means of financing a 
Company’s retirement program, and 
while we can intelligently discuss the 
merits of both types of plans with a 
prospective client, we are in an excellent 
position to offer educational advice to 
those interested in establishing a de- 
ferred profit sharing plan. This is so be- 
cause of the absence of actuarial mathe- 
matics in a profit sharing plan and also 
because the limitations imposed by the 
Internal Revenue Services are flexible, 
yet well defined. The emphasis of our 
program is to stimulate management in- 
terest in deferred pension and profit 
sharing plans. To encourage manage- 
ment’s inquisitiveness, we are able to 
concentrate on the profit sharing ap- 
proach. 

To foster our program, we have de- 
veloped certain tools designed to be edu- 
cational, The first is our report entitled 
“Areas of Possibilities of a Deferred 
Profit Sharing Plan for XYZ Corpora- 
tion,” which is written on a short outline 
basis. The purpose of this report is to 
set forth and explain the salient provi- 
sions of a profit sharing plan, such as 
the flexibilities and Internal Revenue 
Service Regulations regarding eligibility 
requirements; company contributions 
formula; allocation of benefits formula; 
and distribution of benefits formulas. 
Each report also incorporates confi- 
dential information on the company. 


In addition, we have devised an IBN§ 


statistical study to accompany each re 
port. This study assembles and calculates 
certain payroll and employee data, such 
as date of birth, employment date, and 
annual salary for each employee of the 


company. Our Bank’s Data Processing f 
Division has programmed this statistical 


study to make certain assumptions as to 
eligibility (length of qualifying period): 
company contributions rates (as a per 
centage of basic payroll) ; allocation of 
company contributions; and accumula. 
tion of benefits, 
sumption. Thus, an employer has an op. 


using conservative asf 


portunity to visualize on a line-by-line} 
basis the plausible ultimate benefits forf 
each of his employees, under differentf 


assumptions. 


We make no charge nor is there an\f) 
obligation upon receiving this repor} 
with accompanying statistical data. We 
offer it to anyone genuinely interested uf) 


learning more about profit sharing, an¢ 
it is offered as a “benchmark” 


alyzing this report, the client is inter 
ested in pursuing the subject, we sugges! 
that he contact his attorneys and ac: 


forp 


further management study. If, after anf 





countants. We also recommend that he 


pea reu’ pret Pt 


contact an employee benefit plan conf 
sultant for further information concern}, 
ing pension benefits and costs. We fee 
that through this report our prospectiv 


client will be better informed to talk with 
the consultant. 


Our new educational service 


proved very popular during the past sev) 
en 
acy 


eral months. Among the most 
thusiastic have been the lawyers. 


countants, and security brokers. This dep 





velopment program, coupled with oul 
new General Employee Benefit Trust. # 
pooled investment trust for qualified penf 
sion and profit sharing plans, has °flecy 
tively enabled us to better merch» dis¢ 
the various services that we, as cor} oral 
trustee, can render in the financi«! ad 





ministration of pension and profit shary 
ing plans. 
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ESTATE TAX 


Claims barred by statute of limitations 
not allowed as deduction in determining 
taxable estate. At decedent’s death, he 
was indebted to his wife and four chil- 
dren. Debts had arisen more than six 
years prior to death, and under local 
state law, their collection was barred by 
statute of limitations. Executors paid 
face amount of indebtedness plus inter- 


' est, and claimed like amount as deduc- 


tin in computing taxable estate. Com- 
missioner disallowed deduction. 

HELD: For Commissioner, Only claims 
allowed by laws of jurisdiction are de- 
ductible from gross estate. Under state 


| law, state and creditors had right to ob- 
| ject to payment of claims barred by 
| statute of limitations. 
' failed to show that claims had been al- 


Since taxpayer 


lowed upon audit of estate under local 
law, Commissioner had right to object 
to their deduction. Case was remanded 
to Tax Court to determine whether 
statute had barred two of children’s 
claims, since they had been in military 
service. Est. of C. B. Wolf v. Comm., 
3rd Cir., Feb, 20, 1959. 


Trust property includible in estate 
where grantor-trustee retained powers 
over distributions. Decedent created ir- 
revocable trusts for his sons. He named 
himself as trustee of each trust. Trustee 
Was given broad powers over income and 
principal, including power to distribute 
property at his. discretion in whole or in 
part to beneficiary at any time, and in 
such manner or amount as he deemed 
warranted, should, in his opinion, special 


» ‘mergency arise. Commissioner included 
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ESTATES 


Value of trust property in estate. 


HELD: For Commissioner. Although 
decedent-trustee received no financial 
benefit from transfer, he reserved right 
to determine when and how each bene- 
ficinry should enjoy income. By thus re- 
serving power to “alter, amend or re- 
Vole” trust within meaning of 811(d) (2) 
of 1939 Code (2038(a) (2) of 1954 Code), 
Corpus and accumulated income of trust 
Were includible in his estate. Michigan 
Trist Co., Exr. v. Kavanagh, D. C. W. D. 
Mich., Mar. 11, 1959. 


inclusion of “tax exempt” bonds in 
gross estate. Decedent, at time of his 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


death, owned certain 3% Panama Canal 
loan bonds. Act authorizing issuance of 
these bonds provided that they “shall be 
exempt from all taxes or duties of the 
United States . . .” On face of bonds, 
following language appears: “the prin- 
cipal and interest are exempt from all 
taxes or duties of the United States...” 
Commissioner included value of bonds in 
decedent’s estate. Executor of estate ar- 
gued that “all taxes” includes Federal 
estate taxes, and bonds were exempt 
from estate tax. 

HELD: For Commissioner. “Taxes” 
as used in statute exempts principal and 
interest of such bonds from taxes levied 
by United States. It does not exempt 
them from estate taxes, which are not 
tax levied upon property itself, but upon 
transfer or shifting of ownership of 
property. A. C. Greene, et al., Evxrs. 
v. U. S., Ct. Cl., Mar. 4, 1959 


INCOME TAX 


Percentage of deceased’s partner’s 
frofit paid to widow constitutes “income 
in respect of a decedent.” Prior to his 
death, taxpayer’s husband had been part- 
ner in insurance brokerage firm. Part- 
nership agreement provided that upon 
death of partner, amount equal to one- 
half of his pre-death share would be paid 
for ten years to “dormant partner” to be 
designated by him. Decedent had nomi- 
nated such “dormant partner” who 
agreed to pay over share to taxpayer- 
widow. Commissioner determined that 
payments received by widow were in- 
come in “respect of a decedent,” tax- 
able to her as received, and only deduc- 
tion to which she was entitled was 
estate tax which was paid on value of 
interest. 


HELD: For Commissioner. Partner- 
ship income stemmed principally from 
commissions earned on sale and renewal 
of insurance policies. Income being re- 
ceived was closely related to decedent’s 
activity during his lifetime. Thus, it con- 
stituted “income in respect of a dece- 
dent” under section 126 of 1939 Code 
(691(a)-(c) of 1954 Code). Such income 
is treated in hands of recipient in same 
manner as it would have been in hands 
of decedent, had he lived and received 
it. No allowance is to be made for de- 





preciation or exhaustion of right. U. S. 
v. Ellis, 2nd Cir., Mar. 9, 1959. 


Election before maturity to. receive 
principal of life annuity contract. Some 
three years prior to maturity of life 
annuity contract, taxpayer elected to 
leave principal sum on deposit with com- 
pany and begin receiving $1,000 month- 
ly installments of principal, together 
with interest and dividends. In addition, 
under election, taxpayer had right to 
withdraw full principal, subject to in- 
surance company’s right to withhold 
payment of any amount withdrawable for 
period not to exceed six months. Com- 
missioner charged taxpayer with income 
in year of election to extent of differ- 
ence between cash surrender value and 
premiums paid to that time. 


HELD: For taxpayer. Since insurance 
company could delay withdrawal of prin- 
cipal for six months, election did not re- 
sult in constructive receipt of income in 
year of election. Taxpayer at no time 
elected to take cash surrender value of 
policy, notwithstanding “Election of Mode 
of Settlement” did state “I hereby sur- 


render the said policy . . . for its cash 
surrender value,’ since taxpayer ex- 
pressly reserved right that benefits 


would be applied “under option elected.” 
Court noted that the taxpayer might be 
charged with income in following year 
when six months expired. Est. of H. 
Snider, et al., v. Comm., 31 T. C. No. 
109, Feb. 27, 1959. 


Payments to widow constitute deducti- 
ble business expenses. Corporation’s for- 
mer president had been instrumental in 
producing large profits for the com- 
pany, which had previously suffered 
heavy losses for years. After his death, 
board of directors voted to continue his 
salary to his widow. Payments continued 
for 31 months. Corporation was under 
no contractual obligation to make pay- 
ments to widow, nor did widow at any 
time render services to company. She 
had no stock interest in company. Com- 
missioner disallowed deduction claimed 
for payments made on ground that salary 
paid to president during his lifetime 
was reasonable in amount and any ex- 
cess would have been unreasonable. 


HELD: For taxpayer. Payments were 


391 





in nature of reasonable additional com- 
pensation for past services. Additionally, 
fact that they were of limited duration 
and had incidental effect of serving as 
incentive to other employees was im- 
portant in justifying their deduction. 
Widow’s treatment of proceeds as gift 
was not conclusive of issue whether pay- 
ments were ordinary and necessary busi- 
ness expenses. Fifth Avenue Coach 
Lines, Inc., v. Comm., 31 T. C. No. 111, 
Feb. 27, 1959. 


Lump sum distribution from retirement 
plan, received upon separation from serv- 
ice, taxable as capital gain. Employer’s 
qualified retirement plan was terminated 
because of change of ownership of com- 


pany. Taxpayer had previously been 
separated from company. At that time, 
he was not entitled to any benefits ex- 
cept those payable because of his separa- 
tion from service. Moreover, no addi- 
tional benefits accrued to him as result 
of actual termination of plan. Two 
months after. termination, he received 
lump-sum distribution of his benefits un- 
der plan. Capital gain treatment used 
by taxpayer was challenged. 


HELD: For taxpayer. Payment was 
made on account of separation from 
service, even though method by which 
taxpayer was paid may have resulted 
from termination of plan. Since lump- 
sum distribution was paid within one 
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year because plan was terminated inci- 
dent to transfer of ownership of busi- 
ness, employee is deemed to have 
separated from service and distribution 
is entitled to capital gain treatment. 
T. E. Judkins v. Comm., 31 T. C. No, 
104, Feb. 25, 1959. 








REVENUE RULINGS 





Gift Tax: Gift tax returns required to 
be filed for contributions to political 
parties. Service rules that any individual 
who makes contribution or gift in excess 
of $3,000 in any one calendar year to 
political party or to candidate for public 
office is required to file Federal Gift Tax 
Return. Such transfers do not consti- 
tute gifts to or for the use of United 
States, or any state, territory, or politi- 
cal subdivision thereof, for exclusively 
public purposes. Accordingly, they are 
not allowable as deductible contributions 
for gift tax purposes. Rev. Rul. 59-57, 
ILLR.B. 1959-8, p. 22. 













Gift Tax: Annual exclusion for gifts 
in trust to minor. Gift was made in trust 
for benefit of minor donee. Trust instru- 
ment provided that net income and prin- 
cipal be used for support, education and 
benefit of donee in accordance with his 
needs and best interests, as if trustee 
held property as guardian of donee. Full 
distribution of property not so used was 
to be made to donee upon attaining 21. 








Service holds that gift was of present 
interest. Trustee did not have discretion 
to expend or withhold funds, but was 
directed to use income and principal for 
benefit of donee. Transfers conferred up- 
on donee right to present enjoyment 
and donor was entitled to gift tax exclu- 
sion. Rev. Rul. 59-78, I.R.B. 1959-10, p. 44. 














Income Tax: Holding period of proper- 
ty acquired by gift. Taxpayer received 
stock as gift. Donor died six months 
later and stock was required to be in- 
cluded in his taxable estate as transfer 
in contemplation of death. Four months 
after donor’s death, taxpayer sold stock. 

Service rules that holding period com- 
mences with date of gift and not date 
of donor’s death. At that time, all inci- 
dents of ownership were reliquished. 
Rev. Rul. 59-86, I.R.B. 1959-11, p. 40. 

















Income Tax: Death benefits represent- 
ing unpaid compensation for services ren- 
dered by decedent not subject to with- 
holding tax. Employee, paid on monthly 
basis, was absent from work due to ill- 
ness for period of fifteen days prior to 
his death. He was entitled to be pxid 
while sick, and upon his death, his sale”y 
was paid to his beneficiary through py 
period in which death occurred. In ac”'- 
tion, beneficiary received $500 re} 
senting vacation allowance. 











Service rules that none of payment 
subject to withholding of income 
Rev. Rul. 59-64, I.R.B. 1959-10, p. 1! 
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LEGISLATION AFFECTING 
TRUSTS AND ESTATES 


(First 1959 Report) 


ARIZONA 


$B. 101: Adopts Uniform Simultaneous 
Death Act. 

§.B. 102: Amends Sec. 14-641 to 14- 
64, pertaining to procedure for deter- 
mination of heirship. 

§.B. 104: Amends Secs. 14-622 to 14- 
624, to require filing of accounts by ad- 
ministrators within 30 days after ex- 


|piration of period for filing creditors’ 


caims, and for executors, within 30 
days after expiration of period for con- 
testing wills. 

§.B. 105: Amends Sec. 14-1021, by pro- 
viding that Clerk of Court shall fix date 
for hearing trustee’s annual accounts. 


NEVADA 


H.B. 67: Amends Sec. 133.090 to re- 
qure holographic will to be dated and 
signed, as well as written, by testator. 


NEW YORK 


Ch. 31: Amends See. 81, Domestic Re- 
lations Law, to make it clear that par- 
en’s testamentary appointment of guar- 
dian for minor children is valid if other 
parent is predeceased or sequence of 
deaths cannot be determined; in latter 
cases, surrogate makes choice if wills 
name different guardians. 

Ch. 118: Increases estate tax rates as 
todecedents dying after April 1, 1959. 


SoutH DAKOTA 


S.B. 16: Amends Sec. 35.0209 to per- 
mit proof of uncontested will on testi- 
mony of one witness and taking of de- 
position of non-resident witness, as well 
as admission of testimony of other than 
subscribing witnesses. 


WYOMING 


H.B. 95: Amends Secs. 66-402 and 
66-403 to permit acquisition and inheri- 
tance of real property by non-resident 
alien not eligible to citizenship provided 
eiprocal right is granted by foreign 
country. 


A AA 
“DOUBLE-HEADER” TRUST PLANNING 
INSTITUTE 
An Institute on Trust Planning was 
| Sven at Phoenix, February 26, and re- 
) Pate’ at Tucson on the following day 
| under the sponsorship of the College of 
pLlaw of the University of Arizona and 


tate Bar’s Committee on Continu- 
ing ‘dueation. Cooperating in the effort 
Were the bar associations of Maricopa 
and “ima Counties and the trust de- 


partin ‘nts of the first National Bank of 
j Ariz, a, Valley National Bank, Southern 
Arizona Bank, and Bank of Douglas. 

Tho three principal speakers for both 
Progicms were Professors William J. 
Aprii, 1959 


Bowe of Colorado (Drafting Trusts), 
Richard R. Powell of Columbia (Perpe- 
tuities) and Samuel D. Thurman of 
Stanford (Community Property Life In- 
surance and Federal Taxation). The 
commentaries on each lecture were, how- 
ever, made by different persons in the 
two cities. 

Chairman of the Institute was Pro- 
fessor James J. Lenoir of Arizona. 


yh ee 
Sponsors THIRD ESTATE PLANNING 
CONTEST 


On February 27, senior students at the 
University of Kentucky College of Law 
were presented a brochure of the 1959 


“Estate Planning and Drafting Con- 
test” sponsored by the Security Trust 
Co. of Lexington. A general instructional 
period of 50 minutes was given to the 
students on developing a solution to the 
problem presented by the _ brochure, 
which involved a presentation of the ad- 
vantages and disadvantages of renun- 
ciation of a will by the surviving hus- 
band. 

This is the third consecutive year in 
which an estate problem has been used 
and the name of the contest was changed 
this year from “Will-Drafting Contest.” 
Entries have already been submitted and 
three prizes will be awarded on Law 
Day, May 1. 
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PROPERTY 
IN CANADA 


The appointment of National 
Trust Company as ancil- 
lary administrator expe- 
dites the realization 
and transfer of 
American owned 

property in 
| Canada. 


Enquiries Invited 


National 


Trust 


COMPANY 





20 King Street East 
Toronto, Canada 


Montreal Hamilton Winnipeg 
Edmonton Vancouver Victoria 
Calgary 





Assets Under Administration 


Exceed $685,000,000 
Annual Report on Request 





























How to avoid 
unnecessary 


estate taxes 


How often have you had to contend with a 
wide discrepancy between your valuation of 
an estate and that placed upon it by the tax 
authorities? 

Such divergence of opinion may lead to 
costly litigation and, at best, unhappiness 
among the heirs. 

The best way to assure the proper taxes 
on an estate or to provide for taxes in estate 
planning is to secure a report by The Ameri- 
can Appraisal Company. Valuation of prop- 
erty for fiduciary purposes is one of the 
important specialized services offered by the 
leader in the appraisal field. Our reputation 
for thoroughness and impartiality is un- 
questioned and our reports are backed by 
carefully assembled facts that command 
respect. 


SINCE 1896...LEADER IN PROPERTY VALUATION 


The AMERICAN 
APPRAISAL 


Company® 
Home Office: Milwaukee 1, Wisconsin 
Offices in 18 Cities Coast-to-Coast 
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EpWARD J, BAKER, philanthropist- 
sportsman and owner of the world-famed 
trotter “Greyhound,” left the residue of 
his $8 million estate outright to a niece. 
All his race horses except “Greyhound” 
(which passes to the niece) were given 
to his “close friend and associate for 
many years in racing ventures, Robert 
‘Doc’ Flanery” who, by one of six codicils, 
is also bequeathed $10,000 for “taking 
such good care of Greyhound.” Three 
legacies of $100,000 each were provided 
for a daughter-in-law and two employ- 
ees, the latter also being devised two of 
the testator’s eight farms. Other em- 
ployees and friends receive legacies total- 
ing $90,000. Local charities are  be- 
queathed $85,000. The executors, Con- 
tinental Illinois National Bank & Trust 
Co, of Chicago and the niece’s husband, 
are empowered to continue operation of 
the Hotel Baker in St. Charles, Ill., un- 
til the administration of the estate is 
completed, and directed to employ Mr. 
Baker’s personal attorney to represent 
the estate. 


JOHN MacKigE EMeEry, former presi- 
dent of the New Jersey Bar Association 
and specialist in trust and estate mat- 
ters, appointed Fidelity Union Trust Co. 
of Newark as Executor and trustee un- 
der his will. All his personal and house- 
hold effects are directed to be divided 
among his sister, her children and his 
brother. Cash bequests of $3,000 and 
$1,000 are made to the sister and brother, 
respectively, and the residuary estate 
is divided as follows: 70% is to be held 
in trust, income to be paid to the sister 
with such amount of principal as the 
trustee deems advisable. Upon the sis- 
ter’s death, one third of the corpus of 
this trust is to be paid over to her son 
and $3,000 to each of her two daughters, 
the remainder to be retained in trust 
and income therefrom paid in equal 
shares to the two daughters during their 
lifetime with remainder upon the death 
of the survivor passing to the surviving 
issue of the testator’s sister. 25% of the 
residuary estate is left in trust, with 
$200 monthly to be paid out of principal 
and income to a brother during his life 
and thereafter $100 to his widow for 
life. Upon her death the remaining 
corpus of this trust is to be paid to Mr. 
Emery’s sister or her surviving issue. 
The remaining 5% of the residuary es- 











tate is left to the sister’s son and daugh. 
ters in equal shares. 


HELEN E. Fouups, daughter of ,; 


founder of the Glens Falls (N. Y.,) 
conf 
cern, Finch, Pruyn & Co., left an esti-f 


lumber and paper-manufacturing 


mated fortune of more than $4 million 
to the Metropolitan Museum of Art, in 
New York City, for the establishment of 
the “Doctor Thomas Hammon Foulds 


WMA Neal ki nate ge nD oon anne 





(her late husband) and Helen E, Foulds 
Fund.” The income from this Fund may 
be used in any way the Museum deter. 


mines. Part of the estate, consisting of § 


$100,000 and all Glens Falls real proper- 
ty, is to be held in trust for five years 
by the First National Bank of Glen: 
Falls, income from this fund to be ap- 
plied toward the maintenance of the 
grounds and buildings. Upon the ex- 
piration of this period, or earlier sale 
of the properties, the fund with ac. 
cumulated income is to be added to the 
Museum Fund. The bank is designated 
trustee of a permanent fund of $50,000, 


the income of which is to be used for the f 
purchase of equipment and supplies forf 


the Doctor Thomas Hammon Foulds 
Memorial Laboratory in Glens Falls Hos. 


pital. Another $50,000 is left to a localf 


church. Three nieces are given $10,000 
each. The residue goes to the Museum. 
The New York Trust Co. is named co- 
executor. 


Other Corporate Fiduciary Appointments 

WitLIAM C. TAYLOR, honorary vice 
president of Corning Glass Co.: Lincoln 
Rochester (N. Y.) Trust Co., executor 
and trustee. 

Ropert H. KNOWLES, co-founder of 
Chance & Vought Corp.: Citizens Trust 
Co., Summit, N. J., co-executor and co- 
trustee. 

Cassius MA.Luory, former president 
and chairman of Grace Lines: Grace 
National Bank, New York, trustee. 


CHaRLes S. REDDING, chairman and 
former president of Leeds & Northrup: 
Philadelphia National Bank, executor 
and trustee. 

A AA 
@ Elmer L. Fingar, Vice President and 
Senior Trust Officer, National Bank of 
Westchester, White Plains, addressed 
the Association of The Bar of the City 
of New York last month on “Use of 
Revocable Trusts in Estate Planning.” 
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Southern Arizona — On 


March 16 


| Timothy A. Barrow, investment analyst, 


Phoenix, and Robert S. Elliott, director 


) of trust operations, Tucson, both of the 
| Bank of Douglas, led a panel discussion 


) of “Trust Business Development.” 


East Bay—A two session panel discus- 


) sion, on March 9 and 18, dealt with “The 


| Life Insurance Approach.” Joseph 
ugh: } 


Lahey, general agent, Connecticut Mu- 


S tual Life Insurance Co., was the mod- 


f af 
Y.) § 
con: | 
esti. of Los Angeles, a consultant, spoke on 
' “Current Trends in Pension and Profit- 


| Sharing Plans.” 
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TATES 


erator. 


Fresno—On March 23 Ron Stever, 


Boulder—On March 31 Robert J. 


Lawthers, director of estate planning ser- 


| vices for New England Mutual Life In- 
' surance Co., spoke on “Federal Tax Con- 
| sequences of Life Insurance Carried 


with Business Buyout Agreements.” 


New Haven—On March 23 Joseph I. 


| Shrebnik, technical adviser, Appellate 


Division, Internal Revenue Service, 
spoke on “The Federal Estate Tax Re- 
turn.” 

Connecticut—On March 24 the Coun- 
cil held its annual joint Mid-Winter In- 
stitute with the Junior Bar Section of 
the State Bar Association of Connecti- 
cut. In the afternoon, the Hon. Patrick 
]. Healey, executive secretary, Connecti- 
cut Probate Assembly, moderated a 


_ panel which discussed planning the es- 


tate of a successful businessman. The 
discussion centered on two stages: a) 
“At Age 30 On His Way Up” (inter- 
vivos insurance trust — settlement op- 
tions; pour over will; facts about ad- 
ministration of his trust; fitting in his 
joint property); and (b) “At Age 50 
As Controlling Owner of $300,000 Cor- 
poration” (split dollar and group insur- 
ance; deferred compensation; stock pur- 
chase agreement; his will). 

The panel included Robert Baumgart- 
ner, C.L.U., John Kellam Associates; 
Walter G. Farr, Jr., attorney; Henry E. 
McCone, vice president and trust officer, 
Hariford National Bank & Trust Co. 

In the evening William R. Frye, in- 
lormation director, New York office of 
UNESCO (retired, Jan. 1, 1959) spoke 
m “The United Nations — World Gov- 
érnment or World Law.” 

Southeast Florida—On March 31 
Harry S. Redeker, general counsel, Fidel- 
ity Mutual Life Insurance Co., spoke on 
‘Some Practical Aspects of Designating 


Beneficiaries and Using Settlement Op- 
tions.” 
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| ESTATE PLANNING COUNCIL ACTIVITIES 


East Coast—On March 26 a panel dis- 
cussion included the following: “New 
Tricks for Old Dogs” by C. L. Moore; 
“Hanging Crepe on the Closely Held 
Corporation” by Robert D. Tylander; 
“Widow-Widower Warfare” by John 
Morris; and “Laying A Foundation” by 
Frederic T. DeHon. 

Hawaii—On March 26 Arthur Kent, 
attorney, spoke on “Pitfalls in Estate 
Planning.” 


Indianapolis—On March 19 Walter E. 
Barton, Washington, D. C., attorney, 
spoke on “Transferee Liability.” He dis- 
cussed the liability of the beneficiary of 
a life insurance policy for the income 
and estate taxes of a deceased insured, 
with special reference to Indiana law. 

South Bend—On March 23 a seminar 
discussed “The Use of Corporate Dollars 
in Personal Estate Planning.” Stephen 
Morse of Northwestern Mutual Life In- 
surance Co., and Frank Sullivan of 
American United Life Insurance Co., 
were joined for the question-and-answer 
period by Mendall Pizer, C.P.A., and 
John L. Carey, attorney. 

Des Moines—On March 2 William H. 
Zaiser spoke on “Estate Planning Team- 
work.” 


Louisville—On March 26 a panel of 
C.L.U.’s discussed “Danger Signals in 
Life Insurance Planning.” Panelists 
were: Robert H. Loeb, Harry Lee Ham- 
ilton, Horace M. Clay and John H. 
Ward, III. 


Baltimore—On March 31 William E. 
Murray, New York attorney, spoke on 
“Living Trusts—Insurance, Education 
and Support.” 

Boston—On March 16 Arnold M. 
Soloway spoke on “How to Make a Fi- 
nancial Crisis—The Economics and Poli- 
tics of a Sad State of Affairs.” Mr. Solo- 
way is not only an author and assistant 
professor of economics at Harvard Uni- 
versity, but also edits the monthly busi- 
ness letter of Merchants National Bank, 
Boston, and is consultant for special tax 
and financial studies at Harvard, Boston 
and New York. 

Detroit—At the February 19 meeting 
the following officers were elected: Pres. 
—Donald F. Lau, C.L.U., Massachusetts 
Mutual Life Insurance Co.; Vice Pres.— 
George W. Rutz, trust officer, Manufac- 
turers National Bank; Sec.—Clyde J. 
Manion, Equitable Life Assurance So- 
ciety; Treas.—Edgar B. Galloway, vice 
president, National Bank of Detroit. 

Flint—On March 26 George W. Rutz, 
trust officer, Manufacturers National 


Bank, Detroit, spoke on “Selected Cases 
in Estate Planning” on which he had 
worked, discussing the manner in which 
each was worked out and the reasons 
for selecting the method used. 

St. Louis—On March 3 Ralph R. Neu- 
hoff, attorney, spoke on “What’s New in 
Estate Planning.” Mr. Neuhoff, a mem- 
ber of the faculty of Washington Uni- 
versity Law School, is the author of 
“Standard Clauses for Wills” published 
last year by Trusts AND EsTATEs. 

New Hampshire—On March 11 Harry 
W. Anderson, vice president of Mer- 
chants National Bank, Boston, spoke on 
“Trust Investments.” Mr. Anderson is 
also vice president of the Boston Secur- 
ity Analysts Society and a director of 
the Corporate Fiduciaries Society of that 
city. 

Eastern New York—On March 10 E. 
A. Starr, assistant agency vice president, 
Connecticut Mutual Life Insurance Co., 
spoke on “Pension Trusts for Small 
Business.” 

Charlotte—On March 30 Carl D. 
Moore, director of the inhertance tax 
division of the North Carolina Depart- 
ment of Revenue spoke on “Pitfalls and 
Overlooked Benefits in North Carolina 
Inheritance Tax Law.” 

Dayton—On March 26 Carl E. Stan- 
ford, trust officer of Ohio National Bank, 
Columbus, spoke on “How Insurance 
Can Be Used As A Hedge Against Infla- 
tion.” 

Philadelphia—On March 5 Paul Ros- 
enbaum of Paul Rosenbaum and Asso- 
ciates, former president of the Council, 
spoke on “Pension and Profit Sharing 
Plans—Prospects and Predictions.” 


Rhode Island—On March 23 Denis B. 
Maduro, New York attorney and author, 
spoke on “Estate Planning for Corporate 
Executives.” 


Nashville—On March 10 James F. 
Thornburg, tax attorney, spoke on 
“Tarred and Stripped Forever . . . The 
New Battle Whim of the Republic.” His 
address dealt with the handling of an 
estate plan and particularly the place of 
term trusts. 

Fort Worth—On March 17 Parker C. 
Fielder, Midland attorney, discussed 
“Income, Estate and Gift Taxation of 
Life Insurance.” 

Toronto—On March 3 the “Basic 
Problems in Estate Planning” were dis- 
cussed by a panel consisting of: John M. 
Tomlinson, C.L.U., Manufacturers Life 
Insurance Co., moderator; James M. 
Dunwoody, C.A.; John W. Graham, 
Q.C.; E. A. Puddy of Canada Trust Co.; 
and R. Scott White, C.L.U., Canada Life 


Assurance Co. 
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CHARITIES — Devise to Educational 
Institution Limited to Ten Years 


Mississippi— Supreme Court 
Mississippi College v. May, 108 So. 2d 703. 


By Item IV of his will, T devised to 
Mississippi College a large farm “at the 
proper time the same is to be converted 
into cash and held as a perpetual trust 
fund or endowment, and the proceeds 
therefrom shall annually go to the sup- 
port of Christian education in that in- 
stitution.” By Item VII of the will, cer- 
tain shares of stock were devised to 
the Foreign Mission Board “as a per- 
petual endowment.” Item X states: “Af- 
ter the above allocations have been made, 
all the rest of my holdings shall be 
used to supplement Item VII above .. .” 


T died in 1940, leaving no wife or 
children or descendant’s of children. 
Prior to 1940, the Mississippi Constitu- 
tion made a devise of land to an educa- 
tional or religious institution null and 
void and the heirs took the property as 
though no testamentary disposition had 
been made. In 1940, an amendment was 
passed which prohibited any person who 
leaves a spouse or child or descendants 
of any child from devising more than 
one-third of his estate to any educa- 
tional, religious, or charitable organi- 
zation to the exclusion of the spouse, 
child, or descendants of any child, but 
provided that any land devised in ac- 
cordance with the statute might be held 
by the devisee for a veriod of not longer 
than ten years. A companion statute au- 
thorizes the devisee to sell the lands 
within the ten year period, and in de- 
fault thereof, creates a reverter to or 
remainder in the heirs or other devisees 
under the will. 


T’s heirs claimed that the ten year 
period expired in May, 1950, that the 
College failed to convey the land within 
the reauired ten year period, and there- 
fore the land reverted to them. The 
lower court rendered a decree in their 
favor. 


HELD: Affirmed. The clear intent and 
purpose of the Mississippi law prevented 
the College from owning the lands de- 
vised to it for more than ten years. One 
purpose of this law is to prevent the 
accumulation of excessive quantities of 
lands in the hands of a prohibited type 
of institution. The statute is applicable 
to all lands devised to an educational 
institution and does not have reference 
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merely to devises made by a testator 
leaving a spouse or child or descendants 
of a child. 


The clause which provided for a sup- 
plemental fund in favor of a certain 
religious society did not make the re- 
ligious society a general residuary lega- 
tee which would entitle the society to 
the land which the college had failed to 
convey in a ten year period. The Court 
failed to find any residuary clause what- 
soever, but even if it had been assumed 
that the board was a residuary devisee, 
it is also a devisee within the restricted 
categories of the statute. The ten year 
period controlling the college would also 
control the board. 


CHARITIES — Promotion of World 
Peace is Charitable Purpose 


California—District Court of Appeal 


Estate of Peck, 168 A.C.A. 28 (Cal. D.C. of 
App., Feb. 16, 1959). 


Janet Peck left her estate in trust 
to The Trustees of Leland Stanford, 
Jr. University, subject to certain an- 
nuities. The trustees were required to 
establish a Foundation of World Rela- 
tions for the purpose of applying the 
income toward educating newspaper men 
in the “understanding of the economics 
of the various countries of the world, 
as well as their historic, diplomatic and 
political backgrounds. 


HELD: Judgment sustaining the trust 
affirmed. “An ultimate purpose to pro- 
mote peace and world understanding is 
a valid charitable purpose.” Argument 
that the trust was one solely for propa- 
ganda was rejected, the court saying: 


“Even if this were so, a trust with the 
object of creating a more enlightened 
public opinion and a bequest to an or. 
ganization with political purposes have 
been held to be valid charitable trusts 
in this State.” Moreover, the trustees 
here are prohibited from using income 
and profits of any bequest to them for 
any private or non-charitable purpose. 


CLaims — Source of Payment of 
Debts, Expenses and Taxes 


Texas—Supreme Court 

Sinnott v. Gidney, Tex. Sup. Ct. Journ., Vol 

2, No. 22, p. 215. 

The question here was whether debts, 
funeral expenses, estate taxes, and ad- 
ministration expenses are payable out 
of personal property specifically be- 
queathed (principally stock and bonds) 
or real property devised in a residuary 
clause. 

HELD: Judgment of lower court re- 
versed and cause remanded with instruc- 
tions that debts, taxes, and expenses be 
paid out of the proceeds of the real 
estate devised in the residuary clause. 

While the general rule in Texas is 
that personal property is the primary 
fund for payment of debts and legacies, 
intentions of the testator should govern. 
Testatrix here intended the charges to 
be paid from real rather than personal 
property. The Court struck down re- 
spondent’s argument that the words 
“which is real property situated in 
Texas” following the devise of all of 
the rest, residue and remainder of her 
estate in the residuary clause, indicated 
that she was not making a residuary 
devise of the land. The quoted clause 
was included “merely to show the nature 
and location of the property constituting 
the residue of the estate, and does not 
evidence an intention to devise all of 
the Texas land to the designated bene- 
ficiaries.” Since the land was devised 
as a part of the residuary estate, the 
latter, in the absence of testamentary 
provisions to the contrary, is to be ap- 
plied in payment of debts and other 
charges before resorting to any of the 
property otherwise disposed of. 
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In regard to estate tax, Texas does 
not recognize the apportionment rule, “at 
last where the taxable estate includes 
oly testamentary assets” (defining 
testamentary assets as being property 
passing under the will or by descent.) 
The ultimate burden of the estate tax 
js to be determined by the rules of law 
applicable to debts and expenses of ad- 
ministration. 


DISTRIBUTION — Child Adopted by 
Life Tenant Subsequent to Death 
of Testator Does Not Take as 
Against Contingent Remaindermen 


Washington—Supreme Court 


Trueax v. Black, 153 Wash. Dec. 499, 335 P. 
2d 52. 


Testator by his will made in 1900 de- 
vised certain land to his daughter, Ida 
May, for life and at her death to her 
children and, in case she should die 
without children or the issue of children 
living, to testator’s wife, four sons, three 
daughters and two grandsons named in 
the will. Testator’s wife died in 1902, and 
he died in 1904. In 1906 Ida May, being 
then unmarried, adopted Lulu, a daugh- 
tr of one of testator’s daughters named 
as a remainderman, Ida May died in 
1955 without having any natural child 
brn to her. In an action to determine 
title to the land, the Trial Court decreed 
that the land was the property of Lulu, 
the adopted daughter. 


HELD: Reversed. The cases concerned 
with statutes relating to adoption as 
baring upon the rights of an adopted 
child to inherit under intestacy laws or 
his being pretermitted in a will are not 
determinable of this issue. The intent 
of the testator as gathered from the 
will itself is controlling. There is nothing 
to indicate that the testator intended 
Lulu to take on the termination of Ida 
May’s life estate to the exclusion of the 
hamed contingent remaindermen. Her 
natural mother was one of the testator’s 
daughters named as one of the nine con- 
tingent remaindermen, and if she had 
died, Lulu would have succeeded to her 
interest in the property. Testator specifi- 
tally included two of the grandchildren 
among the nine remaindermen. If he had 
intended to include Lulu, he would have 
named her as a contingent remainder- 
man. Even if the testator is charged 
with knowledge of the statutory pro- 
Visions relating to adoptions, it cannot 
be ound that he intended that Ida May, 
4 ‘nirty-five-year old spinster at the 

of testator’s death, could after his 
deh, by adopting a granddaughter not 
hated in his will, substitute the grand- 
da: zhter for the named remaindermen. 





vomination for catchiest bank slogan, 
| of Liberty Bank of Buffalo: “We 
« at Liberty to serve you.” 
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FIDUCIARIES — Potential Recipient 
of Income under “Sprinkling” Trust 
is Person “Entitled” to Income 
Whose Consent is Necessary on 
Successor Trustee Selection 


Missouri—Supreme Court, en banc 


Bakewell v. Mercantile Trust Co., 319 S.W. 2d 
600. 


Testator, who died in 1920, by his 
will created a “sprinkling” trust 
that is,. he empowered the trustees to 
distribute the income among a desig- 
nated group of descendants, with author- 
ity to exclude any member thereof. Re- 
garding successors to the three named 
trustees, the will provided that: 


“Tf all of the adults then receiving in- 
come hereunder at the time of the ap- 
pointment agree upon a successor, then 
they may make such appointment, by the 
execution of an instrument to that ef- 
fect, duly acknowledged, and lodged with 
the survivor or survivors, but if they can- 
not so agree, then the appointment shall 
be made by the court in due course.” 


In 1953 one of the successor trustees 
tendered her resignation upon the con- 
dition that the plaintiff be appointed 
successor. Rose, a great-granddaughter 
of the testator and one of the group 
among whom the trustees could distri- 
bute, refused to approve this appoint- 
ment. Suit was brought to construe the 
will. The trial court ruled that Rose was 
an adult receiving income under the 
will and that her consent was necessary 
to the appointment. The St. Louis Court 
of Appeals affirmed this ruling and on 
application the case was ordered trans- 
ferred to the Supreme Court. 


HELD: Affirmed. There could be no 
doubt that the testator, if he were liv- 
ing, would say that Rose was an adult 
receiving income under the will. The 
fact that the trustees decided whether or 
not Rose should receive any income, and 
if so, how much, did not alter this con- 
clusion, because the trustees are the alter 
ego of the testator, and when they allo- 
cated money to Rose, it was the same 
as if it were given to her by the testator. 
Justice, as well as the provisions of the 
will, suggested that Rose should have a 
voice in the selection of successor trus- 
tees. 

Rose was not absolutely entitled to a 
share of income, Absent arbitrary action, 
fraud or bad faith, the determination 
made by the trustees of the amount to 
be paid to Rose cannot be reviewed by 
the courts. 


GUARDIANSHIP — Appointment of 
Testamentary Guardian Permitted 
Although Parent is Living 


California—District Court of Appeal 
Estate of Joaquin, 168 A.C.A. 125 (Feb. 18, 
1959). 
HELD: Mother had power to appoint 
by will as guardian for a minor son a 
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person other than the father of the 
minor. Surviving parent’s consent to 
testamentary appointment of guardian 
is not required. Testamentary power to 
appoint a guardian of a minor’s property 
extends only to property the minor takes 
under deceased parent’s will. 


INSURANCE — Life — Variable An- 
nuity Companies Subject to S.E.C. 
Regulation 


(see report at page 356) 


INVESTMENT POWERS Prudent 
Man Rule — Effect of Trusts An- 
tedating Enactment of Statute 


Virginia—Supreme Court of Appeals 


Goodridge v. National Bank of Commerce, 106 
S.E. 2d 598. 


Trustor in an inter vivos trust author- 
ized the trustee to invest in “any bonds, 
stocks, notes, mortgages or other securi- 
ties that are eligible for the investment 
of fiduciary funds under the laws of... 
Virginia.” His will created a trust with 
a similar investment provision. After his 
death, Virginia enacted a prudent man 
rule statute providing that it should 
“govern trustees or other fiduciaries act- 
ing under wills, agreements, court orders 
and other instruments now existing or 
hereafter made.” 

The trustees under the inter vivos 
trust and under the will sought court 
guidance as to whether they could now 
invest the trust funds under the prudent 
man rule statute. 

HELD: They could so invest. In so 
holding, the Court in part said: 

“ , . It is not to be presumed, in the 
absence of such a purpose expressly stated 
in or necessarily to be inferred from the 
trust instrument, that a trustor intended 
that the trustee should invest only in 
securities permitted by the statutes in ef- 
fect at the time the trust was created. 
There is nothing in the trust instruments 
in the present case to indicate, as could 
readily have been done if desired, that 
the trustor intended to restrict invest- 
ments to those enumerated in the statutes 
in effect at the time of the execution 
of the instruments. In such case it is the 
natural and legal presumption that the 


trustor intended that the trustees could 
make such investments as were lawful and 
proper under the statutes in effect at the 
time the investments were made.” 


LIFE TENANT & REMAINDERMAN — 
Widow with Life Estate and Power 
of Sale 


Mississippi—Supreme Court 
King v. King, 108 So. 2d 220. 


T bequeathed “all of the residue” of 
his estate to his wife, W, “to be used 
by her in any way she deems fit so 
long as she remains unmarried but not 
to be disposed of during her life if she 


remains unmarried unless necessity 
should arise which in her judgment and 
discretion makes it necessary ...’” The 


will further provided that in the event 
W should remarry, then any property 
of T’s estate remaining at the remar- 
riage of W should descend to his legal 
heirs. 

W, as executrix, being joined by T’s 
children, filed a petition praying for a 
construction of the will and for the 
authority to sell certain lands. The 
grandchildren of T, who were joined as 
defendants on the theory that they might 
have an executory interest in the proper- 
ty, filed a demurrer to the petition, which 
was sustained. 

HELD: Reversed and remanded. T’s 
intention was to leave a life estate to W 
so long as she remained unmarried with 
a power to sell the land if in her judg- 
ment and discretion it became necessary. 
Therefore, the lower court erred in sus- 
taining the demurrer as the petitioners 
should have been granted the relief 
sought. 


LivinG Trusts — Savings Bank De- 
posits in Trust for A Passes to Him 
on Depositor’s Death 


Missouri—Kansas City Court of Appeals 
Butler State Bank v. Duncan, 319 S.W. 2d 913. 


The deceased took her daughter Ger- 
trude and a son to a bank and estab- 
lished a savings account as follows: 
“Lener J. Wilson, payable on death to 
Gertrude B. Duncan.” Deceased deposited 
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Lighted Easter cross in the First National 
City Trust Company Building at 20 Ex. 














change Place in downtown Manhattan. “ypon’ 

0, 46 

$8,000 in the account. Later she with- ping 
drew approximately $3,000 and deposited 

it in a joint account with her son. Ps 

The son testified that when the first lean 

savings account was created, the de- ther 

ceased told her daughter that either she cea: 

or the daughter could draw on the ac- cely 

count during their lives if they needed 

to, and that when deceased died, what = 

dist 

was left was to belong to the daughter. nm 


The deceased gave the pass book to her§ jj, 
son to keep in his safety box for a time or 
and then later instructed him to deliver sha 


it to the daughter. sai 
The trial court ruled in favor of the dec 
daughter, holding that deceased intended the 
to and did establish a trust fund, with In 
power reserved to her to use it during tod 
her lifetime, but the remainder, if any, Q P 
hans 
was to go to the daughter at the death didee 
of the deceased. of th 
HELD: Affirmed, It was not error to ee 
permit the introduction of the testimony 
of the son. Whatever the inference may HE 
be as to the intention of the depositor § ciaric 
arising from the form of the deposit, § was , 
evidence of his words and conduct is § lave 
admissible to show what his actual in- § death 
tention was. hedi: 
What deceased did was to create what § wrpy 
is known in New York as a tentative § wnti 
trust. No formal or technical words are § the d 


necessary in order to create a trust. B ae. 


Here, in addition to the instruments in- § tinge 
volved, there was a convincing showing § when 
of the intent of the deceased to create § secj 
a fund from which she could make with- § prio; 


drawals as she might need, that the Th 
daughter should also have the absolute By, 

right to use any or all of it as she B yt), 
might need it, and that whatever WS § y+), 
left in the account on her death should 


pone: 
be the daughter’s absolute property. tion 


@ Pension pitfalls and other fringe the « 
benefit problems affecting companies B yj. 
contemplating merger are discussed iN B nq, 
a booklet of that title written by Geof- Big. 
frey N. Calvert of Alexander & Alexan- § pt, 
der, Inc. nt! 
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PERPETUITIES — Remainder Over to 
Grandchildren When Deceased 
Child Would Have Attained Stated 
Age is Invalid 


Kentucky—Court of Appeals 


Curtis v. Citizens Bank and Trust Co. of Lex- 
ington, 318 S.W. 2d 33. 












































Testator devised his estate to his four 
children, aged 7 to 11. On certain con- 
ditions the beneficiaries were to receive 
part of the income, but the purpose of 
the testator as determined by the Court 
was to preserve the corpus and the ac- 
emulations of income for distribution 
tothe beneficiaries at certain ages. The 
sn was to receive % of his distri- 
butable share “upon” reaching the ages 
of 25 and 30 and the balance “upon” 
yeaching 40. The three daughters were 
toreceive 144 of their distributable shares 
“upon” reaching the respective ages of 
40, 45 and 50. The will further pro- 

















































































































ith- Bh vided: 
ited 
“Should any of my said children die 
first leaving lawful issue of his or her body, 
de- then I direct that said issue of said de- 
she ceased child take equally among them- 
ac- selves the deceased parent’s share, per 
ded stirpes, at such time as such deceased 
hat child of mine would have received any 
distribution under this will had he or 
ter. she lived. Should any of my said children 
her die without leaving lawful issue of his 
— or her body, then I direct that his or her 
iver share shall go to my children surviving 
said child, or to the lawful issue of any 
the deceased child, per stirpes.” (Emphasis by 
ded the Court.) 
vith : 4 ‘ 
et In this declaratory judgment action 
te: to determine validity of the trust, the 
sath Chancellor held that the will created a 
defeasible fee which vested on the death 
» 0 of the testator and that the estates did 
wa not violate the rule against perpetuities. 
may § HELD: Reversed. The named benefi- 
itor caries did not have legal title as that 
osit, was passed to the trustee, nor did they 
t is have an equitable title at the testator’s 
in- Bath because they acquired no im- 
tediate rights of ownership in the 
vhat corpus. The rights of each child were 
tive § ontingent upon that child’s surviving to 
are § the date when he reached the designated 
‘ust. ae. The grandchild’s interest was con- 
i tngent upon his survival to the time 
ving Bvhen his parent would have reached the 
eate specified age and upon the parent’s dying 
jith- § prior to such age. 
hie Th. Court rejected the argument that 
ied te veneficiaries were presently vested 
aul mith the beneficial interest in the estate 
wuld With only the enjoyment thereof post- 
® boned, The provisions created a condi- 
si on to the vesting of the estate and 
me was annexed to the substance of 
ing Bite devise as a condition precedent. Con- 
mes Bide:ng the possibilities, as the court is 
x % kqu:ved to do in considering whether a 
we quest violates the rule against per- 





ktu:cies, the final vesting of an estate 
N the grandchild could have been post- 
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poned for 32 years beyond its mother’s 
life. 

Since the devise was invalid with re- 
spect to possible grandchildren, the gen- 
eral scheme of the testator would be 
frustrated by attempting to uphold the 
trust as to his children. Consequently 
the entire trust was invalid. 


SPENDTHRIFT TRuSTS — Rights of 
United States as Creditor 


United States—Court of Appeals, Ninth Circuit 


Leuschner v. First Western Bank and Trust Co., 
261 F. 2d 705. 


Leuschner, adjudicated a bankrupt 
July 7, 1955, was a beneficiary of a 
spendthrift trust created by his mother. 
The Government filed a tax lien July 22, 
1955, and delivered notice of levy to the 
trustee. The trustee having made no 
payments to Leuschner after that date, 
he brought suit in the state court (re- 
moved by the United States to the feder- 
al court) for moneys claimed to be due 
him as beneficiary. Under California 
Civil Code, Section 859, ordinary credi- 
tors can reach income of a spendthrift 
trust “beyond the sum that may be neces- 
sary for the education and support of 
the person for whose benefit the trust 
is created.” 

HELD: As against United States, ex- 
emption of amounts necessary for educa- 
tion and support of the beneficiary is 
ineffective. 

NOTE: It would follow from Security- 
First National Bank v. Rogers, 51 A.C. 
25, an alien property case, that had the 
trust provided for a gift over on seizure 
of a beneficiary’s rights, the Government 
would have had no enforceable claim. 


Reported by California editor 


SPOUSE’s RIGHTS — Right to Claim 
Share Belongs to Guardian of In- 
sane Widow, Not Probate Court 


Maine—Supreme Judicial Court 
In re Thaxter, 147 A. 2d 126. 


Guardian ad litem for mentally ill 
widow filed notice of claim of the statu- 
tory distributive share of the husband’s 
estate “subject to the decision of this 
(Probate) Court as to whether it would 





be in the best interest ef (the widow) 
to claim her right provided that this 
Court has authority to so decide .. .” 
The Probate Court disallowed the claim 
as not in the best interests of the widow. 
An appeal from this order was taken to 
the Superior Court sitting as the 
Supreme Court of Probate. After a hear- 
ing de novo the case was reported for 
final action to the Supreme Judicial 
Court. 

The issue, one of first impression in 
Maine, was whether the Probate Court 
had jurisdiction to disallow the claim on 
behalf of the widow by the guardian ad 
litem. 

HELD: The Probate Court had no 
jurisdiction to disallow the claim. The 
statute states that an insane widow may 
file such claim by her guardian ad litem. 
The statutory discretion belongs to the 
guardian ad litem and not to the Probate 
Court, which, being a statutory Court, 
is one of limited jurisdiction. Since the 
election was one for the guardian to 
make based on his own sound discretion 
a bill in equity would have been the 
correct procedure in which to allege an 
abuse of this discretion. 


TAXATION — Estate & Inheritance — 
Stepchildren Retain Standing for 
Purposes of Classification Even 
After Divorce of Parent and Step- 
parent 


Washington—Supreme Court 
In re Ehler’s Estate, 153 Wash. Dec. 622. 


Della Ehler married a man who had 
two children by a former wife. She di- 
vorced him and married a second hus- 
band who also had two children by a 
former wife. She divorced the second 
husband and subsequently died, bequeath- 
ing her property to the children of her 
former husbands. 

The Inheritance Tax Division sought 
to tax the bequests as passing to unre- 
lated beneficiaries (Class C) at higher 
rates. The executor obected, contending 
that the bequests were to stepchildren 
(Class A), taxed at the same lower rates 
applicable to children. The Trial Court 
sustained the executor’s objection. 
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HELD: Affirmed. A taxing statute, if 
there is any doubt as to its meaning, 
must be construed most strongly against 
the taxing power in favor of the citi- 
zen. It has been held that the natural 
parent need not survive the stepparent 
in order for the bequest from the step- 
parent to the stepchildren to be de- 
nominated Class A. Since the rule con- 
templates the survival of the stepparent- 
stepchild relationship during the time the 
stepparent is a widow or widower, it 
obviously survives the marriage in ques- 
tion. The nature of the cause of termina- 
tion, whether death or divorce, would not 
appear to have any significance for in- 
heritance tax purposes. 


TAXATION — Income — Effect of 
Change of Law on Responsibility 
for Trust Income Taxation — Ac- 
cumulation of Income Beyond Per- 
missible Period 


Illinois—Appellate Court 

Murphy v. Northern Trust Co.. 20 Ill. App. 2d 

244. 

This as an action by a widow to con- 
strue the will of her husband who died 
in 1987. The will provided that the re- 
sidue of his estate was to be left in 
trust with direction to pay $300 monthly 
to the plaintiff from income and to the 
extent insufficient from principal, with 
the excess income being accumulated and 
added to corpus. Upon the death of the 
annuitant, the trust property was to 
be divided in equal shares for the testa- 
tor’s named brothers and sisters, if liv- 
ing, otherwise to his or her lawful issue, 
and if no issue, the share would lapse, 
and the number of shares would be re- 
duced correspondingly. The will also di- 
rected the trustee “to pay all costs, 
charges and expenses of said trust estate 
and the management thereof, and all 
taxes and assessments thereon.” The 
widow claimed a violation of the so- 
called “Illinois Thellusson Act” of 1937 
which limited income accumulation to a 
term of twenty-one years from the date 
of death of the testator, such statute 
now applying to all wills and deeds be- 
coming legally effective prior to 1958. 

The issues involved were (1) whether 





the plaintiff was entitled to the current 
and past accumulations beyond the per- 
missible period, and (2) whether the 
plaintiff was..entitled to receive reim- 
bursement for that portion of her indi- 
vidual income tax attributable to her an- 
nuity. Since 1942, due to a change in 
the Internal Revenue Code, the trustee 
had stopped paying income tax on trust 
distributions. 

HELD: (1) The “released income” 
or income accumulated beyond the per- 
missible period would not go to the life 
annuitant or pass by intestacy as the 
widow argued but rather belong to the 
remaindermen. The remaindermen were 
designated in the will as those who were 
to receive all in excess of the plaintiff’s 
annuity. Also, as required, their inter- 
ests were vested even though subject to 
divestment if they did not survive the 
annuitant. 

(2) The clause directing the trustee 
to pay all costs of and all taxes on the 
trust estate was not broad enough to 
require the trustee to pay taxes that 
were payable by the trustee prior to 
1942 but since that date were required 
to be paid by the annuitant. The testator 
was presumed to have known that the 
law might be changed and there was no 
express or implied intention in the will 
anticipating changes in the income tax 
law. 


WILLs — Construction — Bequests 
Cancelled by Partial Revocation 
Pass under Residuary Clause 


Maine—Supreme Judicial Court 
Swan v. Swan, 147 A. 2d 140. 


The testator had, subsequent to the 
execution of his will, crossed out and 
initialed as void two specific bequests 
and left the remainder of his will un- 
changed. The Probate Court with con- 
sent of the legatee under the revoked 
bequests validated the revocations. The 
parties to this bill for construction 
raised the issue of whether the property 
under the revoked bequests passed by 
way of the residuary clause or by in- 
testate succession. The case was certi- 
fied to the Supreme Judicial Court on 
an agreed statement of facts. 
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HELD: The. property in questiq 
passed through the residuary clause 
the residuary legatee. The usual pr 
sumed intent against a partial intestag 
was buttressed by a specific dispositiq 
of rights and credits which might } 
due the testator at his decease, The lx 
quest of nominal monetary amounts { 
several cousins (those claiming as heirs) 
was held to imply that the testate 
meant to exclude this group from mo 
abundant receipts. The specific beques 
to one cousin (the residuary legatee) ¢ 
the family heirlooms was held to ind. 
cate that the testator had in him , 
special trust. The increase of the residv. 
ary estate was not a new testamentary 
disposition requiring formal prere 
quites and attestation but only a by. 
product of the partial revocation. Th 
property passed by the residuary claus 
which was originally executed with all 
due formality. 


WILLs — Construction — Request to 
Life Tenant to Bequeath Remain. 
der Held Precatory 


Mississippi—Supreme Court 
Wheeler v. Williams, 108 So. 2d 578. 


T executed a will bequeathing to his 
wife “all my property . except 3 
certain parcel of land consisting of 7% 
acres ... to my son... he already 
having received his portion of my estate 
he therefore will not participate furthe 
in same. It is my will and desire that 
my daughter, Lillie Williams, receive 
all property, personal and real, that her 
mother . . . have or possessed with at 
her death.” Subsequently W_ executed 
her will devising her property to the 
daughter for life with a remainder to 
her son’s children. T died and the daugh- 
ter married and then died about one 
year before W’s death. A petition was 
filed for a construction of T’s will and 
from an adverse decree, the husband of 
T’s daughter appealed. The children of 
T’s son were the other parties to the 
suit. 

HELD: Affirmed. The will devised a 
fee simple title to W and the second 
sentence is precatory as it only advised 
W of T’s desire with respect to the 
ultimate disposition of her property. T 
had no intention of vesting a remainder 
interest in his daughter. T could not 
devise to his daughter the property that 
W might own at W’s death, because if 
she owned other property in her own 
right, at any time prior to her death 
she could dispose of it as she desired. 

The Mississippi Code provides that 
every estate in lands devised is deemed 
to be in fee simple “if a less estate be 
not limited by express words, or umless 
it clearly appears from the convey nce 
or will that a less estate was intended 
to pass thereby.” The second sen‘ence 
of T’s will did not reduce the «tate 
nor did it appear from the will tat 4 
lesser estate was intended. 
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still WILLS — Construction — Lapsed clear that alteration cannot be justified the beneficiaries. The terms of the reci- 
e ti Residual Bequests — Joint Owner- and hence the instrument is a nullity. procal wills showed that they were ex- 
pra ship of U. S. Savings Bonds — Pay- Once a Court starts to ignore or alter ecuted as the result of a contract and 
stay’ =ment of Legacies Beyond Iron or rewrite or make exceptions to clear plan carefully determined by the testa- 
itiall Curtain provisions of the Wills Act in order to tors. The wills also constituted sufficient 
t be accomplish equity and justice, the Wills writings to remove the bar of the 


Maine—Supreme Judicial Court i ‘ 
> be - Act will become a meaningless scrap of statute of frauds. Chesnut’s second mar- 


Berman v. Frendel. 148 A. 2d 93. 


is ty paper and the door will be opened wide riage and his attempt to revoke his 
sirs\— Bill in equity by administrator c.t.a. to countless fraudulent claims which the reciprocal will could not revoke the con- 
‘ateia for construction of a will, for deter- Act successfully bars. tract between him and Mary. 


more mination of ownership of certain sav- Even though Lillie had notice of the 
juet—™ ings bonds, and for instructions con- WILLS — Joint & Mutual — Survivor reciprocal will, the equities in her favor 
:) off cerning bequests to two institutions. On Limited in Changing Disposition of — she had been a dutiful wife, her dower 
ind.f report from the Superior Court. Estate interest would have been about twice the 
m a HELD: (1) Where the testatrix left enti Meant at Raneiie $25,000 promised her under the ante- 
Sidvl the residuary estate to three persons Boner’s Adm’x v. Chesnut’s Ex’'r, 317 S.W. 2d nuptial contract and the heirs of Mary 
itary “share and share alike” there was cre- 867. had no moral or legal claim on the 
rere® ated a tenancy in common and not a testators while living — were sufficient 
by: joint tenancy, and, therefore, when one to raise her interest above that of the 
The residuary legatee predeceased the testa- reciprocal will beneficiaries, A contract 
aus® tix one third of the residuary estate to devise does not deprive the parties of 
1 all lapsed. Under Maine law such a resid- complete control of their property or 
uary lapse does not increase the shares limit them in the disposition thereof 
of the remaining legatees but passes as made in good faith during their lifetime 
St to intestate property. unless a plain provision to the contrary 
ain: (2) U. S. Savings Bonds of Series E, . ae s is set out. On the same ground the sale 
purchased by the testatrix’ own funds, into a contract giving Best an option tO to Best was confirmed. 
and made payable to the testatrix or purchase certain real estate by making 
another were the property of the sur- demand ae Chesnut’s | executor. This Wubp1ps — Probate — Lack of Perfect 
vving co-owner and not of the estate, °Pinion was timely exercised by Best. Attestation Clause Cured by Proof 


Ay Treasury Regulations which recognize pe saancoe ed Rew apes ee vie of Statutory Requisites 
pt AE such survivorship are akin to federal a ee pha vere 


71, ; _ * New Jersey—Superior Court 

‘2B iw and are thus the supreme law of by which Chesnut agreed to devise In re Petko’s Will, 148 A. 2d 320. 

eady te land. Maine law prescribing pre- $25,000 to her in consideration of the . 
state indnteltes ies ‘Saint aceiniiitias inne relinquishment of her marital rights in Attestation clause of decedent’s will 
thetll therefore give way. "his estate. It was further agreed that if was defective in that there was no refer- 
that (3) ti ae concerning bequests of she predeceased him her heirs would get ence in it that document was declared by 
ceive noney to two charitable organizations "thing, but if she did not, she would testator to be his Last Will and Testa- 
fy: iia: aietet tam dle te ot. pa the bulk ri the a upon her ment. Evidence showed that before testa- 
sui nissible form rather than by stipulation. “ to 9 orp yor apne : , re signed will, nis reeernie eanromnen 
me “Decisive questions of state and national a “i are = pg aon i his clerk to him, and said, “This is the 
iy: plicy touching payment of legacies be- ~ ee — ed a — Sel — y Last Will and Testament of Mr. Pet- 
I iat the “iran curtain’™ could ect be "SOS the reciprocal wi » COMMTMINE kos,” and asked her to be a witness. De- 
| Pe aaa ' ae the terms of the antenuptial contract cedent signed will, after which attorney 

§ properly explored on report. : 4 : Z 
one and naming Georgetown College as the and clerk signed as witnesses in testa- 
was ; res] iary i i , ’ . , j = 
; Wits — Joint & Mutual — Docu- residuary beneficiary instead of his first tor Ss presence. Decedent s widow ob 
— (or Erroneously Signed is a Nul- wife’s heirs. This is an action by Mary’s jected to probate of will on ground that 
d of lity brother. statutory requirement of publication was 
HELD: Chesnut’s estate was impressed not met, since testator did not declare 
the Pennsylvania—Supreme Court 


ae a ea with a trust in favor of the beneficiaries +t Subscribing witnesses that document 
‘ avlinko Will, a . of the reciprocal will, except that the Was his Last Will and Testament. Trial 


Decedent and his wife directed an at- sale to Best was confirmed and the Court found for proponent of will. 

wrney to prepare wills in which each widow’s rights under the antenuptial HELD: Affirmed. Expression by scrive- 
kft his or her estate to the other. The contract were superior to the rights of ner in presence of testator and witnesses 
a Wife signed the will prepared for the 
ys ‘Blusband, and the husband signed his 
“ vife’s will. The wife died in 1951, but 
aa ler will was never offered for probate. 
e if The husband died in 1956. The effect 
oil of the will signed by him was to leave 
tis estate to himself if he survived his 


eath . 
E Wfe. and if he did not, then to his iy 
Wfe’s brother. The lower Court held reater 


d 
eg 2 he will was a nullity. The wife’s N " Great 
m ew York 


Chesnut and his first wife, Mary, made 
reciprocal wills reciting that the testa- 
tors had “this day executed practically 
identical wills.” One of the provisions 
of these wills was that the residue be 
divided equally between the respective 
heirs of the testator and his wife. 

After Mary’s death Chesnut entered 


n of 


cond 
vised 
the 











One of New York’s 


that 
hotter appealed. 
% 1 | 
less “LD: Affirmed. To favor appellant, 


ance vill must be almost entirely re- 
ded Wit! en, substituting the husband’s name 
nce@ “r *.e wife’s in numerous places, chang- 
tate my husband” to “my wife” and 
it a neing various pronouns from female 


»asculine gender. The language is so ee 
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that instrument about to be signed was 
Last Will and Testament of testator and 
that witnesses act in that capacity satis- 
factorily responded to statutory require- 
ment of publication without further ob- 
jective act showing concurrence by testa- 
tor beyond execution of will in presence 
of witnesses, where testator was able- 
bodied and in full possession of his 
faculties. 


WILLs — Construction — Devise 
Transferred to Residue 


Pennsylvania—Supreme Court 
Greentree Estate, 394 Pa. 144. 


Testator, aged 82, wrote a will be- 
queathing $1,000 to a grandniece and 
then in a separate paragraph provided: 
“I direct the house *** be sold, and 
mortgage on 518 Taylor Avenue *** to 
the amount of $1,500, and all monies in 
*** Building & Loan be equally divided 
between” seven named nephews and 
nieces. She also directed that the cost 
of her funeral was not to exceed $600. 
At the time, her assets were $600 in 
cash, the mortgage and the real estate, 
and she had no other assets with which 
to satisfy the bequest to her grandniece. 
She told various persons that she was 
leaving her grandniece $1,000. 


The lower court held that the real 
estate or its proceeds was not devised 
to the seven nephews and nieces, but was 
part of the residue and from the residue 
directed the payment of the legacy to 
the grandniece. The nephews and nieces 
appealed. 


HELD: Affirmed on the opinion of 
the lower court. 


A AA 


@ Initial recipient of the Roland D. 
Hinkle C.L.U. Institute Scholarship, es- 
tablished last year by the Chicago C.L.U. 
Chapter and the Chicago Life Insurance 
and Trust Council is Dr. Arthur Mason, 
Jr., C.L.U., Associate Professor of Busi- 
ness Administration and Assistant Dean 
of the School of Business Administration 
of Washington University, St. Louis. 
The award will entitle him to attend 
one of the 1959 C.L.U. Institutes. 


The Scholarship was set up last year 
in memory of Roland D. Hinkle, C.L.U., 
a former President of the American 
Society of Chartered Life Underwriters. 


A & A 


@ The 1ith Annual Estate Planners 
Day sponsored by the New York Chapter 
of the American Society of Chartered 
Life Underwriters will be held on April 
29th at the Hotel New Yorker. An out- 
standing panel representing the account- 
ing, legal, insurance and trust profes- 
sions will discuss timely topics. 


402 


@ The seventh annual estate planning 
scholarship of $500 was awarded by 
Liberty National Bank and Trust Co. 
of Oklahoma City to Jay C. Baker, 
senior at the U. of Oklahoma College 
of Law. The award is designed to fur- 
ther study in the field of estate plan- 
ning. 


@ A symposium of lectures on Execy. 
tive Compensation will be presented }y 
the Rutgers Tax Forum on May 2nd 4 
the Hotel Robert Treat, Newark, N. ] 


Professor Arnold J. Hoffman will serv§ 


as Moderator, and information may } 
obtained from him at Rutgers Universit; 
Law School, Newark 2, N. J. 
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FINANCIAL HIGHLIGHTS 


G3rv 
Annual Report 


% Increase 
1958 Over 1957 


$2.40* _ 














Common Dividend Rate 
Earnings Per Share 























(Company only) ** $3.70 ys | 

Gross Electric Plant $1,268,323,599 11.8 
Gross Revenue $256,243,262 17.1 
| Operating Expenses $200,572,847 15.8 
Taxes $73,119,089 31.0 
i Net Income $40,005,407 26.7 
Payrolls $53,370,776 3.9 

Total Meters 1,561,874 3.9 


NEW PLANT 


Two steam units at Huntington Beach, totaling 
435,000 kw, completed; additional capacity 
under construction totals 526,000 kw. 


PERMANENT FINANCING 









Two security issues sold for $75,164,950, includ- 
ing 4.78% Preferred Stock and Series K 
(454%) Bonds. 


*DIVIDEND INCREASE 





Quarterly dividend raised to 65¢ (equivalent to 
$2.60 annually) on December 18, 1958, payable 
January 31, 1959. 


**EARNINGS PER SHARE 


Consolidated earnings per share were $3.74 and 
$3.08 in 1958 and 1957 respectively. 









CONDENSED CONSOLIDATED 
BALANCE SHEET Dec. 31, 1958 


ASSETS 






Electric Plant : $1,067,263,964 
Investments and Other Assets . 8,394,355 
















Current Assets . ..... 88,934,954 
Deferred Charges . . ... 3,591,176 
Capital Stock Expense .. . 3,396,504 

Total Assets. . . . . $1,171,580,953 





LIABILITIES 


Stated Capital and Surplus . . $ 512,568,671 
Long Term Debt ..... 540,464,700 
Current Liabilities Bi hes ak. ah 84,497,348 
Deferred Income Tax Reserve 15,036,103 
Other Reserves and Liabilities . 19,014,131 
Total Liabilities . . . $1,171,580,953 




























For a copy of Southern California Edison’s 1958 
Annual Report write: T. J. Gamble, Secretary, 
P.O. Box 351, Los Angeles 53, California. 


SOUTHERN CALIFORNIA 

EDISON COMPANY 
Edison Building * 601 West Fifth Street 
Los Angeles 53, California 


























He earns your warm welcome... 


HE, THE CONNECTICUT GENERAL MAN, can only 
earn it, of course, by the over-all excellence of 
his services. 

He draws up a full set of factual notes for 
your client. Every asset... business interest, 
bonds, real estate, insurance, savings... is 
listed. Then, each is thoughtfully considered 
to see how it can be made most productive in 
terms of reachingthe client’s goal in life. 
The resulting study is brought to you, the 
attorney, inviting your analysis and counsel 
for the benefit of your client. The Connecticut 


General man’s thorough groundwork eases your 
research by pointing up the special problems of 
the client. 

Perhaps this is one reason why he’s always 
welcome. Your first talk with a Connecticut 
General man can mark the beginning of a 
worthwhile and rewarding relationship. 
Connecticut General Life Insurance Company, 
Hartford 

Life... Accident...Health... Pension Trusts 
Group Insurance...Pension Plans... Annuities 


CONNECTICUT GENERAL 





